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PREFACE 


The  State  Board  of  Equalization,  which  administers  the  chief  state  revenue 
sources,  with  the  exception  of  the  personal  Income  tax  and  the  franchise  tax,  is  one 
of  the  largest  of  the  departmental  organizations  in  the  State  Government,  From  the 
standpoint  of  cost,  the  Sales  Tax  Division  is  the  largest  of  its  divisions  and  the 
Sales  Tax  audit  program  is  the  major  part  of  the  enforcement  cost.  This  latter  cost 
amounted  to  approximately  $5^500,000  in  the  fiscal  year  1950"51« 

In  the  process  of  analyzing  the  budget  of  the  Board  of  Equalization  several 
difficult  questions  have  arisen,  the  answers  for  which  are  necessary  to  obtain  legis¬ 
lative  determination  of  the  proper  level  of  expenditure  for  the  Board,  These  ques¬ 
tions  are;  (l)  Is  continued  expansion  of  the  audit  program  justified  so  long  as 
the  deficiencies  revealed  as  a  result  of  audit  exceed  costs  of  administration  on  an 
over-all  basis?  (2)  If  so,  on  what  basis  and  to  what  extent?  (3)  Is  the  number 
of  unaudited  accounts  at  any  given  time,  or  the  concept  of  "backlog”  of  audits,  the 
proper  measure  of  the  work  to  be  performed  by  the  Sales  Tax  Division? 

The  Legislature,  which  has  responsibility  for  approving  and  appropriating 
for  necessary  costs  of  administration,  has  had  before  it  at  each  session,  as  justi¬ 
fication  for  increases  in  the  audit  staff  and  audit  program  of  the  Sales  Tax  Division, 
statements  of  the  "net  profit"  which  results  from  the  audit  program.  These  have 
usually  been  presented  in  the  form  of  a  ratio  of  tax  recovered  per  dollar  spent. 
Representative  of  this  method  of  justification  is  the  statement  of  the  Board  of 
Equalization  to  the  members  of  the  Senate  and  Assembly  Committees  on  State  and  Local 
Taxation  on  October  13,  19h6t 

"Over  a  considerable  period  we  have  been  able  to  show  a  tax  recovery 
of  at  least  $5,00  for  each  $1.00  spent  in  field  audit  work,  and  there  is 
every  reason  to  believe  that  this  ratio  will  be  maintained,  if  not  in¬ 
creased,  under  the  audit  program  which  we  are  planning.  The  outlay  is  one 


-  1  - 


yiii 


■.V  I 


■A-i 


ir: 


:»i  ir  "'•. -.ii." 


I*)!  I  ■1,7-r  \'i:' - 

■  ii'  ‘  ■  tr,>l '  'I'C/  5' 


■ 


-  .  I 


V  '  . 


%  '^i 

j 


*  ’  w  '  ‘  ** 

Si.s 


■!■  ■  •  I  -* 


.  ..  -  1  V#|' 

/  * 

*v  .  ■  ,  nl  0^;vta/vrv  es 


'  C>  iai','*  •-  4  ”W^3  •'  V 

^  / 


«,#•■•  .^' ■Xfc>-Cvt 


-.  I 


:Y-.C  on  M*. "  t  !...;■■ 'v:  . 

.1.  ;.  o  ■-  '  *'• 


■  I:/:'-  '  t  i£l  OOr*  '  '.  ^■ 


..^^^:J  rve^’f'*’  .!r-:r\c.fz  ;vi;;  -  l-'I  c’%.  : 


':'  Oft .,  .  ^ 


-yi;.  Li Xi'iit''S^*-  '‘'*‘!‘‘  **‘“’1'^" 


«  *  f  .  >  * 

.  '  'V  I'l'.'  ■.  re 

,  p  '  ■ 

-‘ 

:"L  f.,^rc-r: 

*  ‘f  'MJ  '  '-^j.-.J 

v‘'.4  ^  ■  * 

■'!:  .'■>"  !.,  7' 

•to 

lo  -ruo/'-'-rt' 

*,9^:  v''  4*='.'  ...  i  1  -i  ii'5'’  ,-ii 

\ 

v  nv ■' 

1  c.  j 

.■i  S3s: 

■t  Vr  l  Cii 

I  r' 


i 


\ 


.  i  .'l 


-V;  I'  ,- 


J  .'iX  * 

l.htfAAT 

t 

'  »rl  J 


*v  •  ?■  i  - 

•.  *  \»  if' 


*  —  V '>'i'r  '. ■  ^  ^  ;  ■'  .K'ij.i''  *TO^  .’  i,  f 

.  '  ‘  *  r,;  n  j\  j  ''  :  ’  '"  ,  '^CJ  .?;)■»?  l..-£iJ 


'  .,  >rji  'it^T  ■rjfcC* 

'  •  ,  -  j'!'  Jv.l  ' 


•  I  :i  “-7' •stfcrr-T’i,  .vr;x:~4 

,  -  ,j 

-  -vv  ivo 


^  u  'i.rJ  '  '  i  ~q  t ;  T*»VC  •  f- 


'ly  t  '  .,  -  '.►’ 


'  i  '1C  -  -iiio., 

._  4f  ■>0  «  't-^  '*  ''li  r 'it;*  oObi'bo- *, 

...''i';‘  'iJ.bv''’' 

51-  iJxWl  io  ;icM 

'  .  .j  ,_'•.  .  <v>:  Tv-i’  •  J 

/  r''”V ‘M'S.’Xj  ‘  v 

•  '•  '  .  "'VwX  't  -'-'.xv..  ao 

'  'l^’','  '. /:  l”  '■  i<>'  'Ju  ,'i 

c.  i.  vnr*c  .  .  :^0;-=o  tv  -v  ^-•^r::..  -.Xd^:' . c!^f«  ,-.  .: 

•,  is;;  vjX  ■:  riB'-'- 


.,.^r.%’''  ‘iHur.  ;b  >  : 
.:  ’--  'f!  , 


*<n bnu'ii  ’  ^>;iji!  jdolxi'v  «rt'3' ■'JJ'.yr.p' 


that  the  State  should  make,  not  only  in  fairness  to  the  retailers  who  are 
observing  the  law  and  the  customers  who  are  paying  sales  tax  reimbursement 
when  they  buy  property,  but  also  as  a  matter  of  sound  business  management 
in  the  conservation  of  State  revenues «  When  the  State  can  derive  $5 “00 
for  each  $lo00  of  expenditure  it  scarcely  behooves  us  not  to  spend  the 
dollar/’ 

Also  when  request  was  made  to  the  Legislature  in  19^7  for  a  considerably 
expanded  audit  program  of  some  228  additional  auditors,  or  an  increase  of  56  percent 
in  the  field  audit  staff,  the  chief  justification  presented  to  the  legislative  com¬ 
mittees  was  the  following  statement  contained  in  a  release  to  the  committees  on 
April  S,  19^7“ 

”We  are  so  far  from  the  saturation  point  in  our  audit  program  that 
there  can  be  no  question  that  each  additional  auditor,  once  he  is  familiar¬ 
ized  with  our  work,  can  produce  at  least  five  dollars  in  taxes  for  each  one 
dollar  spent  in  his  employment o" 

Similar  requests  and  justifications  were  contained  in  the  budget  request 
of  the  Board  of  Equalization  for  the  1951“52  Fiscal  Year«  In  requesting  additional 
auditors  for  the  San  Diego  district,  the  district  administrator  presented  schedules 
of  audit  recoveries  and  cost  with  the  following  interpretation; 

"From  this  schedule  it  will  be  noted  that  during  the  year  19^9  the 
net  recovery  per  auditor  was  considerably  in  excess  of  $19^000o  For 
the  first  six  months  of  1950  it  was  in  excess  of  $17,000,  For  the  total 
18-month  period  it  was  in  excess  of  $36,000,  But  going  back  to  the  calen¬ 
dar  year  19^9  I  have  to ' strongly  take  the  position  that  if  we  can  employ 
an  auditor  at  an  average  salary  of  approximately  $3,600  per  annum,  which 
is  about  the  figure  that  our  auditors  cost  us,  and  we  can  return  to  the 
State  well  over  $19,000,  leaving  what  we  might  term  a  net  recovery  to 
the  State  of  $l6,000,  the  Investment  has  been  extremely  good  and  there 
shoxildn’t  be  any  hesitancy  to  employ  additional  auditors  so  long  as  such 
a  production  can  be  obtained.  To  me  it  is  sound  business  that  if  an 
employee  can  be  taken  into  the  service  and  return  such  a  substantial 
figure  in  addition  to  his  salary,  it  would  be  folly  not  to  employ  him." 

These  statements,  accepted  at  their  face  value,  present  to  the  Legislature 
virtually  no  logical  alternative  except  that  of  approving  requests  for  additional 
auditors  so  long  as  the  entire  program  returns  a  profit. 


-  2  - 


.  '7  'W 


j 


:t^'  'C  V  fj^‘  ^riC^r^l  dsfJti^^  i?'j-jrxS'&' ^ss^ 

*^i»»3i^rr-ou»j<t;^ftT  ^Uifi  f^^tv  5«iy  &aaB  «jM  ■suJJ'  'jftiv.'ytmdc 

H  ^ jjiwjg^i'/irti^v.  «”!;f?<Tiau>^' ijfiTKf's®  ?,«54'Xjpc*3fia2rfj|«t&'^^  Wrfi  4  •^'tt:^^!:ay^^  ~> 

OO.^i  apXii’f'  sdJ  am(^'  \«  <R>|^av\3c;jtm' crflJ- 


s* 


:*'  •■sxiii'  Ov-  i SS?'  «o ^•ijtt^.rfcaooiv©:^ 3ss>'^'i>-tifcvlc^  tOV* 

/”  .-vV^  ■  y 

ns  •  ^,»-  xu-'LPy’.v  M4 


WH  .  y  : -  > 

**  -  iv.  '  r;M  XU-'LPy’.v  M4 

XX<fj3T-it  U-in?:>  a  TO%^rill  ci  <?^-Ejirws^o.l  r.a#  .M’aiTiirj  Sft^iXw-' otXft  ?? 

f  ■’•.  .  t  ■  '>•  '  '■'  ''  .  i '.I! !?*■-.  B*  c/j  4. 

tv  lo  maijlOTd  ^^^a3i^|jH 

•  •'  ' ,  ■  ;  t*rij  uol^jrZvaf''  7  ‘  .^  f| 

-/P33  ■^YiJ-aXiXy?::  ©nix  ot  £K>t4-*«rm7^6  t«>i;’*'  •*dtf  ilW-* 

.i  fijtw-  ^x-^n'  '■ 

no  8 ©»J?f ipii.it'' t  'sAs'  ‘  ^  t*rT  M.  /iJJ  XsenUtjwfatis  cfifvo  tax 

■,  _  •  5t  .’>1  .Jttiv '*'*  ■  j'UI 

;  X .,  '  I^E 

•  -.  .  ■'  '■  '■'  »  -v  -.ar.>it 

dt£)ao  vwo  <rl  tfitlv*^-  aDii»iE»./'Aa  rrt'  x^v'i  "'•v  srta  '.I  , 

9t  4'aAO  ,  tii^4ej<fl  05;f'r;rvi3(iSr5'-  car  X7.:^isnto-  ^ 

9:to-  to’i  fl‘?9f^3'  .7.'  dvi*^  "jx:  x^xov  tb*".  Ayi>  i&atl  V 

..  ■  *.'  -  ,:  .?fs^^j:^f.(fK'X-dt.tsL.-itt  t!j:aw^9r*:«,tQ6’: 


^eaopat  il'a^fiort  itttjr  ai  i^arri.sJiio©  tncscw  iJtisn^irs  ’^xl3:J1fo€^X^^ 

XanotJ’lfc^*  %n-rirj>fej>«.'T  nl  .t;i©y  9^  •s«l  j»iartaj:^c«3roSfejaoiij&3o^  ’siir  Ifc 

^  ^  ’1^4* 


'•  »^uu^«^JU)«»'•  »'3'C>’a9B«tq 


:cnp©iJ'»4^otqTi9lc^ 


J 

©rfit  l?>Hi^X  9i£6/  3*v'twd&'  -tcji/’Jjfcsjram  €KJ  £ltv-  <^1  afir^rartth  , atitf. atanu^l??  *'’  -I 

tot  -CtOO^PCt  ’to  s«90«0  ctsX  *»div  -a»J'i  .(f#i  vS'® '/,&( 

-/raJjes  .-Uiecr  .vTJ0fi,d£4  ^  &,.,  fraW  iti  jbofttjq  fG“’.o«t«-3x< 

"  ^o{^i*«  ni»o  5W  itta  ‘:^+  or’®i‘ati 

'i»q  OOdi.^,^  to  't‘t*ii>«  *^4r£3iva  «£■  ’lO-ztfcJtJfl  cui 

-9104  04- .ISVJ  '©V  iin*  ‘^*0®  TC«'' 

<44  ■p'^voaat.  ji'fva  »  arta?  t:Xaxo  :a<v  traV  j^rjcyjwl  aaro^  i.1^  ^4‘js4&  ij| 

txUJ  Kog.  4l©8>cl  itL}4  itftaftf't^.vVfiJ’  'Mtf  '  « 

_  flfi  3aoX  o«  iJit  i4p4iiWltt^  rtrcja  u^f'i'iatfy.lj/odm  M 

‘  fet..  nil  tl  4M4  B«8«iiei«J  jhBt*a8  »!.'  4’X^ 

,XiHi4nii,'^ndiji«  »  fl,>i.pj»4f; /‘fill  ijKXnrtff'#’ it  ^  sl 

-l  ’^  '%«tf1  •xoI'^fTsf  o^t-  loft;  fKf  bLyir?V -tfl,  ^^TtoXes 

'64^  •oo^  TX«ite' 4#  ■V*^-‘v<4*wt|S3*sWs^ 


'  ,  V ; 

to'S ‘achiafcp^  ./jfltvfcttt*  "io  9jiiHa  fq^f  v 


The  study  which  is  reported  here  was  made  primarily  to  test  the  accuracy 


and  the  implications  of  these  statements,  and  further,  to  determine  if  there  is  either 
administrative  necessity  or  "good  business"  in  continued  expansion  of  the  audit  program 
so  long  as  the  over-all  operation  shows  a  profit » 

As  is  more  fully  explained  in  the  succeeding  chapters,  our  study  leads  us 
to  the  conclusion  that  the  "ratio  of  cost  to  recovery"  is  not  5  to  1  but  over  a 
period  of  four  years  has  averaged  I.3  "to  Further,  and  probably  more  significant, 
is  the  fact  that  for  the  fiscal  year  which  is  analyzed  in  this  report  64  percent  of 
the  audit  time  was  devoted  to  the  audit  of  accounts,  the  cost  of  which  was  as  great 
or  greater  than  the  recovery. 

Closely  related  to  the  first  question  is  the  question  of  whether  backlog 
of  unaudited  accounts  at  any  given  period  is  the  proper  measure  of  work  to  be  per¬ 
formed  by  the  agency.  It  is  Inherent  in  the  budget  process  that  appropriation  re¬ 
quests  must  be  supported  by  and  approved  on  the  basis. of  agreed  measurements  of 
work  load.  Where  the  law  being  administered  specifically  requires  the  processing 
of  certain  accounts,  there  can  be  little  question  of  the  validity  of  backlog  as  a 
measure  of  work  load.  However,  in  the  case  of  tax  audits,  the  concept  of  backlog 
has  validity  only  if  it  is  assumed  that  it  is  both  necessary  and  desirable  to  per¬ 
form  over  some  period  of  time,  complete  audit  of  all  accounts  or  a  specified  per¬ 
centage  of  all  accounts.  If  tax  auditing  is,  or  can  be  made,  a  highly  selective 
process,  then  it  is  variable  and  can  be  governed  by  the  agency  Itself,  or  can  be 

governed  by  the  Legislature  as  a  policy  determination  by  the  device  of  limiting 

\ 

or  expanding  appropriations  available.  This  study  has  also  had  as  one  of  its  ob¬ 
jectives  to  determine  whether  the  size  and  the  extent  of  the  audit  program  is  a 
subject  which  lends  itself  to  legislative  policy  determination.  For  reasons  more 
fully  explained  in  succeeding  pages,  this  study  has  led  us  to  the  conclusion  that 
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the  number  of  unaudited  accomts  is  not  the  proper  measure  of  necessary  work  to  be 
performed  and  that  the  scope  of  the  audit  program  may  be  governed  by  the  Legislature, 
through  the  device  of  appropriation,  without  violence  to  good  tax  administration. 
Particularly  in  the  last  chapter  of  this  report  there  is  suggested  a  method  of 
measurement  for  the  extent  and  cost  of  non-productive  auditing  and  a  method  of 
limiting  this  cost,  if  legislative  policy  is  established  to  do  so. 
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FINDINGS  AND  RECOMMENDATIONS 


1.  The  sales  tax  audit  program  instead  of  producing  the  commonly  accepted 

$5*00  for  each  $1.00  of  expenditure  has  averaged  $1.28  produced  for  each  $1.00  spent 
over  the  four  fiscal  years  ending  in  June,  (Table  44). 

2.  An  excessively  high  percentage  of  audit  time  is  spent  on  non-productive 
audits.  For  the  fiscal  year  ending  in  1949^  73  percent  of  the  audits  conducted  pro¬ 
duced  less  than  the  unit  cost  per  hour  of  performing  audits.  (Tables  32  and  33)- 

3.  The  high  cost  of  the  field  audit  program  is  due  in  part  to  the  large 
number  of  district  and  branch  offices,  which  result  in  duplication  of  facilities, 
particularly  supervisorial  and  clerical  staffs.  This  duplication  of  facilities  in 
turn  is  due  in  part  to  the  use  of  the  Equalization  districts  as  the  basic  area  for 
field  audit  administration.  The  geographical  boundaries  of  these  were  established 
in  1923  when  there  was  no  field  organization. 

4.  The  very  wide  variation  in  costs  per  audit  hour  as  between  districts 
indicates  the  need  for  possible  redistribution  and  reassignment  of  both  field  staff 
and  field  facilities.  (Table  4l). 

5.  The  cost  of  the  regul.ar  sales  tax  field  audit  program  has  exceeded 
the  net  revenues  in  most  of  the  smaller  districts  in  the  State  over  the  last 
four  years.  This  would  appear  to  indicate  that  there  are  too  many  offices,  that 
they  are  not  properly  located  from  the  standpoint  of  work  load  or  operating  ef¬ 
ficiency,  and  that  the  proportion  of  non-productive  audits  in  many  small  districts 
is  excessive.  (See  Tables  42  and  43). 

6.  The  large  nmber  of  non-productive  audits  is  due  in  part  to  the  ex¬ 
cessive  number  of  audits  made  and  the  consequent  operation  of  the  law  of  diminish¬ 
ing  returns  and  in  part  to  the  method  of  selection  of  the  accounts  for  audit,  97 
percent  of  which  are  selected  in  the  field  offices  on  inadequate  bases  of  selection. 
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7 •  Virtually  no  analytical  data  are  compiled  as  an  aid  to  selection  of 
accounts  for  audit  other  than  limited  data  showing  average  deficiency  per  audit  hour 
by  Industry  code  and  by  size  of  tax  payment.  Data  as  to  reason  for  selection,  cause 
of  deficiency  and  reporting  characteristics,  such  as  proportion  and  kinds  of  exempt 
transactions  in  relation  to  class  of  business,  are  not  available  with  respect  to 
completed  audits.  Such  data  could  readily  be  accumulated  and  analyzed  as  an  aid  to 
audit  selection  with  existing  punched  card  equipment. 

8.  The  rigid  distribution  of  the  audit  staff  on  a  strict  geographical 
basis,  while  it  may  tend  to  reduce  travel  expense,  has  other  serious  consequences. 

It  Increases  recruiting  difficulties  in  less  desirable  areas;  it  tends  to  reduce 
the  effectiveness  of  auditors  in  certain  localities  where  they  are  well  known  by 
the  persons  audited;  it  tends  to  encourage  auditors  to  perform  unnecessary  ser¬ 
vices  for  taxpayers  for  a  like  reason,  and  it  tends  to  bring  about  very  uneven 
audit  coverage  throughout  the  State.  (Tables  22  and  23). 

9.  No  adequate  criteria  have  been  developed  for  evaluating  the  audit 
program  in  terms  of  volume  of  work  to  be  performed,  by  standards  such  as  number  of 
accounts,  number  of  accounts  by  size  or  class  of  business,  volume  of  taxable  trans¬ 
actions,  volume  of  exempt  transactions  or  total  cost  in  relation  to  net  revenue 
produced.  Until  this  is  done,  any  concepts  of  work  load  or  existing  backlog  are 
inadequate  for  budget  purposes. 

10.  No  uniform  staffing  pattern  has  been  developed  on  an  over-all  or  a 
district  basis,  either  as  to  total  staff  in  relation  to  some  measure  of  work  load, 
such  as  total  accounts,  or  the  proper  proportion  of  various  kinds  of  staff  re¬ 
quired.  The  ratio  of  investigators  (field  representatives)  to  total  staff 
(Table  52)  varies  from  6.32' percent  in  Santa  Barbara,  to  29*04  percent  in  Los 
Angeles.  Total  staff  per  1,000  accoxants  (Table  10)  varies  from  3 .87  ii^  San  Ber¬ 
nardino  to  6.33  in  Marysville.  Auditors  per  1,000  accounts  vary  from  2.l6  in 
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Fresno  to  3>’^9  iii  San  Francisco,  and  administrative  and  clerical  personnel  per 
1,000  accounts  vary  from  1.05  in  San  Bernardino  to  2,60  in  Marysville.  Ratio  of 
supervising  auditors  to  total  auditors  (Table  11)  varies  from  14.29  percent  in 
Woodland  to  20.59  percent  in  San  Diego. 

11.  There  is  no  evidence  that  the  penalty  provisions  of  the  law,  either 
the  fraud  penalties  or  the  criminal  penalties,  have  been  used  to  as  great  an 
extent  as  they  might  be  to  secure  compliance  with  the  law. 

12.  There  is  some  evidence  that  the  value  of  the  audit  program  as  an 
educational  or  policing  device  to  encourage  more  accurate  reporting  has  been 
overestimated  and  that  an  extensive  audit  program  may  actually  have  the  opposite 
effect  by  tending  to  cause  taxpayers  to  rely  on  future  audits  to  correct  their 
returns  rather  than  to  take  the  trouble  to  report  correctly  in  the  first  in¬ 
stance  . 


RECOMMENDATIONS 

1.  That,  based  upon  experience  and  statistical  analysis  furnished  to 
the  Legislat\ire,  there  be  determined  the  proportion  of  total  audit  time  justified 
to  be  spent  on  non-productive  audits,  and  that  the  budget  of  the  Sales  Tax  Division 
be  governed  accordingly, 

2.  That  the  total  field  audit  staff  be  regarded  as  a  statewide  pool  to 
be  used  wherever  the  need  is  most  urgent  without  regard  to  artificial  geographical 
limitations , 

3.  That  a  greater  degree  of  selectivity  be  instituted  in  determining 
cases  for  audit  with  more  centralized  control. 

4.  That  continuing  study  and  analysis  be  made  of  the  audit  program  by 
use  of  more  extensive  statistical  and  complete  time  distribution  data  to  indicate 
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procedures  for  better  selection  of  accounts  for  audit  and  a  reduction  in  the  proportion 
of  non-productive  audits. 

5.  That  greater  emphasis  be  placed  upon  prosecutions  and  penalty  provisions 
of  the  lav  and  less  on  the  educational  value  of  non-productive  audits  as  an  aid  to 
enforcement . 

6.  That  services  to  taxpayers  performed  by  auditors  other  than  actual 
auditing  be  reduced. 

7.  That  a  comprehensive  staffing  pattern  be  developed  for  the  field  audit 
staff  on  an  overall  basis  with  due  regard  to  proportion  of  auditors  required  at 
various  levels  in  relation  to  audit  work  to  be  done. 
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GENERAL  SCOPE  AND  CHARACTERISTICS  OF  THE  AUDIT  PROGRAM 


INTRODUCTION 

History 

The  California  Retail  Sales  Tax  Act  became  effective  August  1,  1933 ^  and 
its  companion  act ^  the  Califorala  Use  Tax  Act^  bec^e  effective  July  1935=  Both 
acts  -were  combined  into  the  California  Sales  and  Use  Tax  Law^  effective  July  19^3 > 
and  became  Part  1  of  Division  2  (Sections  6001=7176)  of  the  Revenue  and  Taxation 
Code  effective  on  that  dateo 

Technically  the  sales  tax  is  a  tax  on  the  retailer  for  the  privilege  of 
selling  tangible  personal  property  at  retail  while  the  use  tax  is  an  excise  tax  on 
the  consumer o  Althom,gh  the  two  taxes  are  entirely  distinct  in  their  legal  incidence 
returns  are  made  on  the  same  form  and  the  Board  maintains  no  separate  records  of  Use 
Tax  revenues  or  Use  Tax  audit  results,,  For  purposes  of  the  analysis  made  in  this 
report  the  two  taxes  are  indistinguishable  and  are  therefore  considered  together  in 
all  respects  in  this  report o  The  rates  have  ialways  been  the  same  for  both  taxes 
and  have  been' as  follows  since  inception  of  the  taxes » 


Period  Rate 

August  1933  to  June  30^  1935  2^$ 

July  1,  1935  to  June  30,  19^^3  3 

July  1,  19^3  to  June  30,  19^9  2| 

July  1,  19^9  to  date  3 


The  adminlstratl'on  ' of  both  taxes-  was  placed  by  statute  in  the  State  Board 
of  Equalization,  which  was  already  in  existence  at  the  time  the  sales  tax  was  enacted 
This  Board  consists  of  f-our-members  elected  by  districts  for  four  year  terms,  with 
the  State  Controller,  also  elected  for  a  four=year  term  as  an  ex  officio  member <> 
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The  constltiatioiial  am-endment  establishing”  the  State  Board  of  Equalization 
Ln  its  present ” form' TOS  adopted  in  l88^  and  proTides  that  the  Legislature  may  redi strict 
;he  State  into  four  districts  as  nearly  equal  in  population  as  practical o  There  has 
)een  one '  redi strictlng”' since  1879°  This  was  in  1923 ^  at  which  time  the  Board  of 
Squalization  had  a  staff  of  6  and  total  annual  expenditures  of  $37>OOOo 

Estimated  population  at  July  1,  19^8^  actiwe  sales  tax  accounts  at  June  30 ^ 
L948|  and  self  ■^assessed  sales  and  use  tax  for  the- -fiscal  year  19^7“^8  by  Equalization 
Districts  are  shown  in  Table  lo 

TABLE  1  “  Population,  Accounts,  and  Tax  by  Equalization  Districts 


Squalization 

District 

1 

Population 

Accounts 

Self  Assessed  Tax 

Number 

Percent 
of  total 

Number 

Percent 
of  total 

Amount 

Percent 
of  total 

I 

1,486,000 

l4o8 

39,229 

15o6 

$50,115,000 

180  2 

II 

2,428,000 

24o2 

53,787 

21„4 

58,886,000 

21«4 

III 

824,000 

8o2 

21,970 

8oT 

16,919,000 

6o2 

IV 

5,293,000 

52o8 

136, '734 

54  =  3 

148,878,000 

54  <.2 

Dotal 

10,031,000 

1  100 oO 

251,720 

100  oO 

$274,798,000 

100  oO 

The -Board  of  Equalization  performs  functions  other  than  administration  of 
bi»  sales  taxo  The  total  expenditures  for  support,  and  personnel  by  divisions  for 
1.949-50  are  shown  in  Table  2o 
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TABLE  2  =  Board  of  Equal! z at i on Expenditures  and  Personnel^  19^9“50 


■ 

Division 

Expenditures 

Personnel 

Amount 

P-ercent 
of  total 

Number 

Percent 
of  total 

Retail  Sales  Tax 

$6,809,85^^ 

62^7^ 

1,761o1 

68 

Alcoholic  Beverage  Control 

2,215,658 

20o4 

473  oO 

18o3 

Motor  Transportation  License  Tax 

625,960 

5-S 

121 0  7 

4«7 

Motor  Vehicle  Fuel  Tax 

39^,777 

3»6 

78=5 

3»1 

Administration 

350,277 

3o2 

6To6 

2o6 

Valuation 

236,891 

2o2 

42o6 

106 

Assessment  Standards 

166,492 

lo5 

34 « 6 

lo3 

Research' and  Statistics 

57,027 

O06 

80  3 

o3 

Total 

$10,856,936 

100 oO^ 

2, 5870 4 

100 oO^ 

One  Index" of  the  growth  of  the  Sales  Tax  Division  since' August  1933  is 
the  total  „.expenditijxes  by  that  division  as  shown  in  Table  3  'which  follows  s 


TABLE  3  “  Sales  Tax  Division^  Expenditures  by  Fiscal  Years,  1933“3^  t-o  1951'“52 


Increase  over  prior  year 

Fiscal  Year 

Expenditures 

Amount 

Percent 

1933=3^ 

193^“35 

$  84o,8l4 
1,198,263 

$ 

357,449 

42  0  % 

1935=36 

1,671,657 

473,394 

39  =  5 

1936=37 

1,765,308 

93,651 

5o6 

1937=38 

1,944,087 

178,779 

lOol 

1938=39 

2,181,357 

237,270 

12.2 

1939-40 

2,557,601 

376,244 

17o2 

1940=41 

2,719,575 

161,974 

6.3 

1941-42 

2,705,954 

=  13,621 

=  Go  5 

1942-43 

2,757,606 

51,654 

lo9 

1943-44 

2,505,707 

=251,901 

=  9ol 

1944-45 

2,612,635 

106^928 

4o3 

1945.46 

3,023,552 

410,917 

15o7 

1946-47 

3,907,784 

884,232 

29  0  2 

1947-48 

5,296,915 

1,389,131 

35  0  5 

1948=49 

6,312,036 

1,015,121 

19o2 

1949=50 

6,809,854 

497 « 818 

7o9 

1950=51  (Estimated) 

7,273,013 

463,159 

6.8 

1951-52  (Estimated) 

7,457,513 

184,500 

2o5 
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Sources  Years'prior  t;o  19^6-47^1  published  reports.  Board  of  Equalization 
1947“48,  expenditure  statement  as  of  June  30;  19‘^9 
19^8-49,  expenditure  statement  as  of  December  31;  19^9 
1914.9-52,  printed  budget  1951"52 

In  the  administration  of  the  sales  tax  field  auditing  has  always  been  a 
major  item  in  the  expend! txires  of  the  Sales  Tax  DiTislono  Total  salaries  of  field 
auditors  and  ratio  to  total  Sales  Tax  Division  Expenditures  for  representative  fiscal 
years  are  shown  in  Table  4.. 


TABLE  4  -  Salaries  of  Field  Auditors 


Auditors'  Salaries 

Amount 

Percent  of  total 

Expenditures 

1933“34 

$  270,894 

32  0  2^ 

1934=35  (Estimated) 

495;34o 

41o3 

.  1939“40 

1,078,806 

42o2 

1946-47 

1,618,611 

4l,4 

1947-48 

2,180,775 

41.2 

1948=49 

2,620,826 

4lo6 

1949-50 

2,883;580 

42.3 

1950-51  (Estimated) 

3;155;844 

43.4 

1951-52  (Estimated) 

1  3; 252, 759 

43.6 

Field  Auditing  Defined 

For  purposes  of  this  study  a  field  audit  may  be  defined  as  an  examination 
of  the  records  of  a  taxpayer,  usually  at  his  place  of  business,  sufficient  in  scope 
to  satisfy  the  auditor  that  all  tax  due  the  State  for  the-  period  covered  by  the  exam¬ 
ination  (usually  three  years)  has  either  been  reported  and  paid  voluntarily  or  is  in¬ 
cluded  in  the  deficiency  disclosed  by  the  audit o  The  completion  of  a  field  audit 
transfers  the  account  from  the  maudited  to  the  audited  status  on  the  records  of  the 
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state  fur' the  "'period  ‘  iirrolTed  and"  normally 'precludes  the  'State  from  asserting  any 

further  liability  "'against 'the' taxpayer"f'0'r '  such  period  o 

The  bulk  of  the  field  auditing  iS'  done' in  California^  although  a  small 

staff  of'  auditors' is 'maintained' in' Chicago  and' Kew  lork  (15  auditors  in  1949”50  as 

compared' to  725  in  Calif om'ia)  for  purposes  of  auditing  records  of  those  taxpayers 

who  incur  tax  liability  in  California  but  maintain  all  or  a  part  of  their  accounting 

1/ 

records  at  some  out -of = state  points 

Field  audits  are  referred  to  by  the  agency  as  "regular  audits’*  to  dis¬ 
tinguish  them  f'Toir  another  type  of  limited  audit  formerly  termed  a  "Special  Audit" 
and  now  described  as  a  "Field  Billing  Order" o 

A  special  audit  or  field  billing  order  results  from  an  examination  of  re¬ 
cords  of '  a  taxpayer  'very  limited  in  scope  or  from  informati'on  voluntarily  disclosed 
by  a  taxpayer  and  while  they  are  a  part  of  the  field  enforcement  program,  are  really 
not  a  part  of  the  field  audit  program,  since  they  do  not  require  the  ser-vices  of  an 
auditor.  They  are  included  in  certain  of  our  tables  because  the  agency  customarily 
include'S'-'t'hem  In-any  figures  it  publishes  in  connection  with- revenue  from  the  field 
audit  prQ'gram"  and  because  it  is  impossible'  to  exclude  them  in  certain  comparisons  o 
A  special  audit,  which,  since  October  1,  19^'8  has  been  "termed  a  Field 
Billing  Order,  is  normally' made  by  an  investigator  (field  representative')  and  is 
not  considered  as"  an  audit  for  purposes  of  changing  the  "status  "of  an  accO'unt  from 
that  of,  an  unaudited  to  an  audited  account  for  any  given  period. 

Deficiencies  from  special  audits  are  usually  limited  to  single  transactions 
for  single  periods. 


l/  This  report  has  not  dealt ‘particularly  with  the  out-of-state 

phase  of  the  audit  program' other  than  to  point  out  that  it 
appears  to  be "much  more  profitable  than  the  California  part 
of  the  program  in  terms  of  deficiencies  recommended  per  hour 
and  to  call  attention  to  its  existence,  since  in  some  of  our 
comparisons  the  out-of-state  figures  are  included. 
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Examples" of  ■ases  of  special  audits  and  field  billing  orders  are; 

(a)  in  lieu  of  tax  returns  viiere  liability  is  disclosed  for 
periods  prior  to  issuance  of  a  permit, 

(b)  in  lieu  of  amended,  supplemental  or  corrected  returns, 

(g)  to  assess  use  tax  against  non-permittees, 

(d)  to  aBsess. an" amount  equal  to  the  cash  bond  where  no  closing 

return  is  filed' and  liability  cannot* otherwise  be  ascertained. 

Still  a  third  type  of  activity  which  is  a  part  of  the  field  audit  program 
is  the  so'^called  ”Close-Out  Check  Sheet  Audit”,  which  consists  of  an  examination  by 
an  auditor  of  the  records  of  a  taxpayer  sufficient  in  scope  to  satisfy  th?  auditor 
that  no  additibnal  liability  exists  and  a  complete  audit  is' not  warranted.  It  is 
used  only  in  close-out  cases,  that  is,  where  the  taxpayer  has  gone  out  of  business, 
and  its  use  started  during’  19^9 "50. 

The  agency  maintains  a  punched  card  record  on  all  regular  audits  coB5)leted 
which  shows  among  other  things,  class  of  business,  volxme  of  tax  reported,  period 
audited,  size-of  deficiency,  and  audit  hours.  Much  of  “the  data  contained  in  this 
report  is  derived  from  these  punched  cards  and  data  so  derived  all  relates  to  the 
fiscal  year  19i^•8-i^9,  which  was' the  latest  year  for  which -such  information  was  avail 
able  at  the  time  this' study  was  started.  No  comparable  record  is  maintained  for 
field  billing' orders  or  close-out  check  sheet  audits,  the  only  data  available  with 
respect  to  these  being' audit  hours,  number  of  cases,  and  deficiencies j  if  any. 
ORGMIZATION  FOR  AUDIT  PURPOSES 
General  Organization 

For  ptirposes  of -administering  the  Sales  and  Use  Tax  law  each-equalization 
district  has  beendivlded  into  administrative  districts,  consisting  of  counties  or 
groups  of  counties.  There  are  ik  such  administrative  districts,  each  with  its  own 
staff,  resident  in  the  district,  headed  by  a  District  Tax  Administrator.  The  staff 
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consls1;s  of  varicras  grades  of  auditors,  field  representatives  Xi^''^estlgator8 )  and 
clerical  help 0  In  each  adminiBtratlve  district  there  is  a  district  headquarters 
office  and  from  1  to  7  branch  offices,  there  being  a  total  of  6o  field  offices  in 
all . 

In  addition  to  the  district  and  branch  offices  there  Is  a  headquarters 
office  located  in  Sacramento.  This  includes  a  cashiering  section,  a  file  section, 
a  permit  section,  a  tabulating  section  where  tax  payments  are  recorded  and  the  ac¬ 
counts  receivable  kept  on  punched  card  eqxilpment,  a  legal  staff,  an  audit  section, 
a  collection  section,  and  various  service  units. 

The  use  of'the~four  equalization  districts  as  the  basic -geographical  unit 
for  administrative  purposes  has  had  a  marked  effect  on  the  field  organization  of 
the  Board.  Because  the  boundaries  of  the  districts  divide  certain  areas  which  are 
economicEdl.y  one,"needle8s  duplications  of  field  facilities  have  developed,  notably 
in  the  San ‘Francisco  Bay  Area  where  there  is  a  complete  duplication  of  facilities 
in  ’ both  San  Francisco  and  Oakland,  and  In  the  area  around  Sacramento  where  there 
are  four  complete  district  offices  within  a  radius  of  50  miles.  These  are  in 
Sacramento,  Woodland,  Marysville,  and  Stockton.  This,  in  turn,  has  had  its  effect 
on  the  audit  program,  particularly  its  cost. 
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The  nature  of  the  Board,  itself,  and  the  way  in  which  it  functions,  has  also 
had  a  profound  effect  on  the  administration  of  the  activities  for  which  it  is  responsi¬ 
ble,  Including  the  sales  teix  field  audit  program. 

Each  of  the  four  elected  Board  members  acts  as  the  chief  administrative  of¬ 
ficer  as  to  activities  carried  on  in  the  equalization  district  from  which  he  is  elected, 
and  the  district  tax  administrators  take  orders  primarily  from  him  rather  than  from 
anyone  on  the  staff  of  the  headquarters  office  in  Sacramento.  As  a  result,  the  func¬ 
tions  of  the  headquarters  office  are  largely  staff  or  advisory  in  nature  insofar  as 
they  relate  to  field  activities. 

In  the  report  of  the  Legislative  Auditor  on  the  California  Budget  for  19^9*50, 

« 

this  characteristic  of  the  Board  of  Equalization  is  commented  on  as  follows; 

"The  efficiency  of  the  revenue  administration  of  the  Board  of  Equalization 
is  below  maximum  because  of  divergent  interests  and  the  lack  of  centralized  authority. 
This  arises  from  the  districting  of  the'board  members,  and  the  feeling  of  personal 
responsibility  which  each  board  member' has  for  the  administration  of  liquor  and  tax 
matters  within ’his  district.  The  resxilt  of  the  personal  control  over  each  of  the 
four  districts  by  its  members  is  a  lack  of  uniformity  in  policy,  and  a  difference  in 
organization,  personnel,  facilities  and  scope  of  the  work  between  each  of  the  four 
districts.  This  means  that  ^en  the  work  load  of  one  district  appears  to  have  in¬ 
creased  out  of  proportion  to  the  state  as  a  whole,  new  positions,  facilities  and 
equipment  are  requested  to  take  care  of  that  work  load,  without  regard  to  whether 
other  districts  may  have  more  than  enough  personnel  to  handle  their  work  load. 

"Because  of  the  personal  feeling  of  responsibility  for  their  district,  the 
individual  board  members  frequently  require  certain  deviations  from  the  adopted 
policy  of  the  board.  ..." 

This  situation  results  in  a  dual  system  of  administration  within  the 
Board  of  Equalization;  one  is  the  system  of  administration  which  is  centered  in 
the  headquarters  office  and  the  chiefs  of  the  functional  divisions  and  is  carried 
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out  on  behalf  of  the  Board  (acting  collectively)  through  its  executive  secretary, 
and  the  other  is  the  system  of  administration  carried  out  in  the  equalization  districts, 
under  the  direction  of  the  individual  members,  each  of  vhom  has  an  exempt  deputy  and 
an  "assistant  to  member"  for  this  purpose. 

Field  Audit  Procedure 

All  auditing  is  done  by  the  field  auditors  resident  in  the  locality  vhere 
the  audit  is  to  be  made.  These  men  report  to  and  receive  their  assignments  from 
the  District  Tax  Administrator  or  one  of  his  supervising  auditors. 

Sales. Tax  permits  are  Issued  in  a  separate  series  for  each  district,  iden¬ 
tified  by  an  accoimt  number  and  a  letter  prefix  for  the  district,  and  each  district 
office  has  a  file  of  all  active  accounts  in  the  district. 

Tax  returns  are  filed  perraauiently  in  headquarters,  not  in  the  district 

office. 

The  various  steps  involved  in  completing  a  field  audit  are  as  follovs: 

r.  Amounts  reported,  including  gross' sales  and  all 

% 

deductions,  are  transcribed  from  the  tax  returns 
on  file  in  headquarters  to  a  columnar  work  sheet. 

This  is  done  by  a  clerk  in  the  headquarters  of¬ 
fice  audit  section. 

2.  The  work  sheet  is  forwarded  to  the  district  office 
and  used  as  the  basis  for  completing  the  field 
audit. 

3.  When  the  audit  is  completed  the  report  and  all  de¬ 
tailed  working  papers  are  reviewed  by  a  reviewing 
specialist  in  the  district  office.  If  the  tax¬ 
payer  concurs  in  the  auditor's  findings,  the  report 
is  forwarded  to  headquarters.  If  he  does  not  he  is 
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asked  to  call  at  the  district  office  and.  diacusa  the 


findings  with  a  supervising  auditor  before  the  report 
is  forwarded  to  headquarters.,  The  report  which  goes 
to  headquarters  consists  of  a  suinmary  sheet  with  com¬ 
ments  plus  the  completed  auditor's  work  sheet.  The 
detailed  working  papers  are  filed  permanently  in  the 
district  office. 

4.  When  the  audit  report  is  received  in  headquarters  it 

is  reviewed  in  the  audit  section  and  a  billing  or  form' 
al  notice  of  determination  mailed.  This  is  necessary 
under  the  law  because  the  deficiency  has  no  legal 
status  up  to  this  point,  and  the  taxpayer  has  the 
right  to  petition  for  a  redetermination  and  request  a 
formal  hearing  before  the  board  within  30  days  after 
receiving  the  notice. 

5*  If  the  taxpayer  pays  upon  receiving  the  notice,  the 
case  is  closed.  If  he  petitions,  several  additional 
steps  are  necessary. 

6.  A  preliminaiy  hearing  before  a  headquarters  referee 
held  in  the  district  where  the  taxpayer  resides  and/or 

7.  A  fonnal  hearing  before  the  Board  at  caae  of  its  regu¬ 
larly  scheduled  meetings  held  in  Los  Angeles,  San 
Francisco,  or  Sacramento. 

8.  In  all  cases  where  a  petiticm  is  filed  a  formal  notice 
is  mailed  to  the  teorpayer  by  the  Beard,  indicating  the 
action  taken  and  the  date  of  the  meeting  on  which  the 
Board  acted  upon  the  petition.  This  is  true  even 
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though  the  taxpayer  in  his  petition  did  not  request 
a  hearing  before  the  BDard. 

9.  If  any  amoxmt  is  not  paid  30  days  after  notice  of  de- 
termination  is  mailed  where  no  petition  is  filed,  (Step 
ii-),  or  30  days  after  notice  of  redetermination  is  mail¬ 
ed,  (Step  8),  the  account  is  turned  over  to  the  Collec¬ 
tion  Section. 

Headquarters  Audit  Section  Staff  and  Organization 

The  headquarters  audit  section  is  the  only  unit  in  the  headquarters  office 
which  performs  any  functions  related  to  the  field  audit  program  other  than  purely 
service  fimctions,  such  as  the  compilation  of  statistical  data  by  the  tabulating 
section  and  the  giving  of  advice  by  the  legal  staff. 

I 

The  out-of --state  audit  staff  reports  directly  to  this  section  and  is 
not  responsible  to  any  district  tax  administrator. 

The  head  of  this  section,  the  principal  sales  tax  auditor,  reports  to 
the  State  Sales  Tax  Administrator. 

The  staff  of  the  headquarters  audit  section,  exclusive  of  the  out-of- 
state  personnel,  authorized  for  the  year  19^9"50  according  to  the  1950-51  Governor’s 
Budget  are  shown  in  Table  5 • 
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TABLE  5  ■  HeadquarterB  Audit  Section  Staff, 
Authorized  Poeitione  and  Salaries, 

By  Class,  1949-50 


Class 

Pay  Scale 

No. 

Total  Salaries 

Principal  Sales  Tax  Auditor 

$556-676 

1 

$  'J  ,666 

Supervi s ing  Audi tor.  Grade  2 

481-584 

2 

13,736 

Supervising  Auditor,  Grade  1 

436-530 

7 

44,245 

Auditor,  Grade  3 

395-481 

19 

104,176 

Auditor,  Grade  2 

325-395 

26 

115,943 

Auditor,  Grade  1 

268-325 

36 

131,520 

Junior  Auditor 

231-281 

20 

57,463 

Total  Auditors 

111 

$474,7^9 

Clerical 

VariouB 

81 

207,689 

Total 

192 

$682,438 

With  respect  to  the  field  audit  program,  the  functions  of  this  section 


are  service  and  staff  functions  since  it  exercises  no  line  authority  over  the 
activities  of  the  district  tax  administrators  and  plays  only  a  minor  part  in  the 
selection  of  accounts  for  audit. 

As  of  June  2,  19^9,  this  staff  consisted  of  200,  divided  into  8  units 
as  sho-wn  in  Table  6,  page  21. 

The  work  of  those  units  which  perform  functions  relating  to  the  field 
audit  program  is  described  below. 

Unit  I  -  Tax  Returns 

This  unit  processes  all  tax  returns  as  they  are  filed.  This  includes 
checking  for  mathematical  accuracy  and  billing  for  obvious  deficiencies. 


-  20 


m 


■>  - rv 


J";’  -•'..■x."  .T-rs,"  '.  :-jpt’..satl  -  c;  'm-.I^.h'.?; 


■j  ••»  l-s.v.i  & Ji  V  •'■  f fi.: :  if  ( >■  r:.*T  ^ jb  rjoi-' . 


i-  i  Je.-j.tpT^^ 


kj*  m 


d^>3,7  ^ 

'^c  '  '•• 

u. 

r^.f .  »**''  ■■ 
lii^.e'.  ■ 
.  ‘  '\  i 


ov-' 


i 

^.4 

i 


^'.n- 


-3<, 

.^■ 


"tuw.tbijA  ;m5T  I  ’iiwri  iBqii^at 
?  ^lO-ifcirA 

r  :)r:;ftrO  gniiiy’rsqi 

P  ftijaii''  ,*;c•t^^; 

r[>  ,t;J  *■-?-■, 


i.  /t: 


^•v  t  . 

Lo*^  \ .  ■; 


:ii 


!!< 


"iip-i-ii'  y 


I 

I . 


__  •  vii^JbiJA  T:OJtnji 

axo^iluju 

LaoXifsi 

-  IP.  T 


0-- I'  .fl.f 


✓  i  I  ^  r 


.  i  dvji  w 


f.  .  ‘jr-i^tr.  X'  s*--  -t-:j.  :-  ,  *  i.’ ; .  x  a  -iorr.-r^a  a-: 


;>r{^  ni  ^.*4  -jv^rinj  a  r.'r  ;•■  ,  r  ;  ^!s,-  .•— j  i-r*t  -jo 

.  ■  f?:  a fi  .  irj.oot^r  lx  .••r-xtJolf 

oJtdi;  b  •/■,  :  ':..l.-i('  ',‘r;.?  'ly  d  li.'.o .  ;■*;;»  .■'3  -  ■?  ;  •' f  S  ''.tx'X. 


*r)s 


,■:  •^,:. J.-:.T  ;iX  fTvnrXr 


-in;  f‘.-  ..i.-rjr  If^-’  ipi  ‘x-vu  '  irv'-'-'-icaq  ri'xxdv  '  Iry;  SL'sii^  lo  Xtow  ^ifT  1 

.  .vO.f'^r’  bo'-i  a  I  j  XJbfco 

/:_:■  -  I  X  ^11 


X  jr, X  X  iiX ' 


3?.  ':.L  ,p;X,*  ’?r.  .:.j';'  i 


'.Ovr:.i  vV^^a^aidT 


r  .h  .-ioJi.y  tl'  V •-  .-■: nssix-.t'  acl  8cij«x**d 


-  0:1 


TABLE  6  -  Headquarters  Audit  Staff  by  Units,  June  2,  19^9 
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Source  -  Headquarters  Office  Audit  Section  Procedure  Bulletin  A49“5 
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Unit  II  -  Field  Audit  Reviev 


This  imit  reviews  field  audit  reports  consisting  of  summaries  and  work 
sheets  received  from  district  offices  and  bills  for  deficiencies.  Except  in  the 
case  of  reports  received  from  auditors  stationed  in  New  York  and  Chicago,  the  de¬ 
tailed  working  papers  do  not  accompany  the  reports.  This  review  is  in  some  respects 
a  duplication  of  the  work  done  in  the  district  offices,  although  adjustments  are 
frequently  made  in  the  amounts  recommended  by  the  field  auditors.  The  extent  of 
these  adjustments  over  the  last  7  years,  excluding  the  out-of-state  reports,  are 
shown  in  Table  7» 

TABLE  7  -  Field  Audit  Deficiencies  Billed, 

Regular  California  Audits,  Seven  Years  Ended 
June  30?  1950 


Fiscal  Year 

No.  of 
Reports 

Amoxint  as 

Processed  in  Headquarters 

Percentage 
of  Decrease 

As 

Recommended 

As 

Billed 

Decrease 

16,593 

$3,451,250 

$3,017,229 

$434,021 

12 . 58^ 

1944-45 

15,240 

3,491,357 

3,329,902 

161,455 

4.62 

1945-46 

13,441 

2,744,410 

2,742,541 

1,869 

.07 

1946-47 

14,345 

2,731,542 

2,667,166 

64,376 

2.36 

1947-48 

22,444 

3,908,757 

3,890,531 

18,226 

.47 

1948-49 

38,285 

7,034,630 

6,834,841 

199,789 

2.84 

1949-50 

44,674 

8,332,842 

8,237,175 

95,667 

1.15 

Total 

165,022 

$31,694,788 

$30,719,385 

$975,403 

3.07^ 

During  the  same  period  (see  Table  27)  amount  as  recommended  on  out-of-state 
audits  was  $2,349,^47,  amount  cancelled  before  billing  was  $116,270,  a  decrease  of 

4.95^. 


-22- 


'  A 


f 


55; 


(  » 

.;  X 


*  *.  c 


i 


Unit  ly  -  Petitions'  and  Refunds 


This  unit  processes  all  petitions  for  re determination  and  approves  all 
claims  for  refund.  When  a  petition  is  filed  several  courses  of  action  are  taken. 
These  include  correspondence  with  the  ta3cpayer  requesting  further  information,  cor- 
■respondence  with  the  district  office' requesting  further  details  or  perhaps  a  re- 
audit  or  the  preparation  of  the  case  for  hearing.  It  is  estimated  that  in  about 
40  percent  of  the  cases  a  hearing  is  necessary.  This  involves  obtaining  the  de¬ 
tailed  audit  working- papers  from  the  district  office,  the  analysis  of  the  papers  and 
the  preparation  of  a  special- summary  for  use  of  the  hearing  officer.  After  the 
hearing- the  findings  are  reviewed  and  presented  to  the  Board  for  final  action. 

One  supervising  auditor,  grade  1,  acts  as  hearing  officer  full  time.  On 
occasion'  the"  Sales  Tax  Administrator,  the  Assistant  Administrator,  the  Principal 
Sales  Tax  Auditor,' and  members' of  the  legal  staff  also  act  as  hearing  officers. 

Baring  1948-^9,  1,46^  petitions  were  filed  as  the  result  of  25,223 
deficiency  assesBrnents  levied.  An  estimated  585  hearings  were  held  by  hearing 
officers  and  about  100  cases  were  heard  by  the  Board  ?  It  Basin' . 

During  the  seven  years  ended  June  30,  1950,  petitions  were  filed  with 
respect  to  6.1  percent  of  the  deficiency  determinations  made  as  the  result  of 
field  audit  and  38.8  percent  of  the  “total  amount  so  assessed.  Of  the  amount  pro¬ 
tested,  30.5  percent  was  cancelled.  This  represented  11.8  percent  of  the  total 
amount  of  the  deficiencies  assessed. 

Unit  VIII  -  Audit  Request  and  Statistics 

This  unit  prepares  the  auditor's  work  sheets  for  use  of  the  field  auditors 
by  transcribing  information  from  tax  returns  for  cases  selected' for  audit.  It  is 
estimated  that  less  than  5  percent  are  selected  in  Headquarters  at  the  present  time. 

It  also  compiles  various  statistical  reports,  some  in  conjunction  with 
punched  card  records  and  maintains  various  controls  on  pending  cases,  t  oc.. 
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other  Ifiiits 


The  remainder  of  the  staff  of  the  headquarters  audit  section  at  June  2, 
I’^k^  consisted  of  administratiTe  personnel  including  a  hearing  auditor,  a  pro¬ 
cedures  unit  of  6  persons,  a  stenographic  pool  of  10,  a  billing  and  checking  unit 
of  28,  and  a  consumers  use  tax  and  collection  f oil ov-up  "unit  of  33* 

Two  questions  arise  in  connection  with  the  work  of  this  section.  One  is 
the  necessity  for  using  hi^  salaried  technical  auditing  personnel  for  much  of  the 
work  performed  by  this  seOtion,  since  it  is  all  desk  work  under  close  supervision. 
The  other  is  the  necessity  for  a  duplicate  review  of  field  audit  reports  in  head¬ 
quarters  as  well  as  district  offices.  Both  of  these  points  should  be  given  further 
study. 

Fieldr  -QrKaatisation  and  Staff 

The  authorized  positions  in  the  field  staff  of  the  Sales  Tax  Division, 
for  1949-50,  according  to  the  1950-5I  Governor 's- Budget  and  the  distribution  by 
districts  are  shown  in  Table  8,  page  25. 
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TABLE  8 

AUTHORIZED  SALES  TAX  DIVISION  FIELD  STAFF,  BY  DISTRICTS,  1949-50 
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1  Los  Angeles  5  San  Bernardino  9  Santa  Rosa  13  Redding 

2  San  Francisco  6  San  Diego  10  Stockton  l4  Woodland 

3  Oakland  7  San  Jose  11  Santa  Barbara 

4  Fresno  8  Sacramento  12  Marysville 


Table  9,  -which  starts  on  page  27  shows  the  distribution  of  the  cor¬ 
responding  ,  staff  at  July  1,  1950,  by  district  and  branch  office,  or  other  loca¬ 
tion  excluding  vacant  positions.  The  basis  of  this  distribution  by  location  is 
the  official  headquarters  of  the  man  for  pxirposes  of  claiming  reimbursement  for 
travel  expenses. 

In  each  district  headq-uarters  office  a  supervising  auditor,  who  also 
acts  as  the  assistant  administrator,  is  in  direct  charge  of  all  audit  work  in 
the  district.  Reporting  directly  to  him,  or  in  some  cases  directly  to  the  adminis¬ 
trator,  is  a  reviewer,  who  is  an  auditor,  grade  3>  or  supervising  auditor  grade  1, 
This  officer  reviews  all  audit  reports  aoid  working  papers  in  detail  before  the 
audit  is  forwarded  to  headquarters.  In  the  larger  districts  the  revie-wer  may  have 
several  assistants.  All  audit  assignments  and  all  completed  audits  clear  through 
the  district  headquarters. 

Field  audit  work  is  normally  handled  by  men  whose  residence  is  in  the 
vicinity  of  that  of  the  taxpayer,  although  there  is  some  temporary  shifting  of  men 
within  a  given  administrative  district  to  meet  shifting  work  loads.  Temporary 
shifting  of  auditors,  however,  between  administrative  districts  is  not  a  common 
practice . 

Outside  of  the  larger  cities  “there  is  very  little  specialization  in 
audit  work,  either  as  to  size  of  audit  or.  class  of  business.  In  Los  Angeles 
County  and  in  San  Francisco,  Oakland,  San  Diego,  Fresno  and  San  Jose,  a  part  of 
the  audit  staff -vrorkis  in  crews  under  a  field  supervisor  who  is  normally  an  auditor, 
grade  3,  and  in  Los  Angeles  and  San  Francisco  particularly,  these  crews  tend  to 
specialize,  both  as  to-kind  and  size  of  business  audited. 

A  study  of  the  distribution  of  the  field  audit  staff,  as  sho-wn  in  Table 
9,  indicates  a  very  high  degree  of  decentralization  in  most  instances,  with  a 
minimum  of  on-the-job  supervision  outside  the  larger  cities. 
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Includes  1  Superrising  Auditor,  Grade  3>  Los  Angeles o 


TABLE  9  -  Continued 

SALES  TAX  FIELP  STAFF  AT  ^jlJ^O,  BY  DISTBICT  AND  BBANCH  OFFICE 
(District  Headquarters  Is  First  City  Listed) 


Positions  Filled  at  7/1/5O 
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Includes  1  Auditor  Trainee  in  Santa  Ana. 

City  of  residence  of  staff  member;  no  breinch  office. 
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TABLE  9  -  Continued 

SALES  TAX  FIELD  STAFF  AT  BY  DISTRICT  AND  BRANCH  OFFICE 

(District  Headquarters  is  First  City  Listed) 


Positions  Filled  at  7/1/5O 
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TABLE  9  -  Continued 

SALES  TAX  FIELD  STAFF  AT  BY  DISTRICT  AND  BRANCH  OFFICE 

(District  Headquaxters  is  First  City  Listed) 
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Redding 
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Red  Bluff 
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Yreka* 

Altiiras* 

Tulelake* 

All  other 

Total 
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TABLE  9  -  Continued 

SALES  TAX  FIELD  STAFF  AT  7/1/5O,  BY  DISTRICT  AND  BRANCH  OFFICE 
(District  Headquarters  is  First  City  Listed) 
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*City  of  residence  of  staff  member j  no  branch  office. 
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The  rigid  geographical  pattern  of  field  assignment,  while  it  may  tend 
to  reduce  travel  expenses  to  some  extent,  has  other  administrative  disadvantages. 

1.  It  increases  recruiting  difficulties  in  areas  which  are  undesirable 
as  places  of  residence  such  as  the  Imperial  Valley,  for  example,  because  of  the 
excessive  summer  heat  and  numerous  other  out  of  the  way  locations  where  an  auditor's 
opportunltlftc  to  gain  valuable  technical  experience  or  to  obtain  pxomotion  are 
limited,  with  the  result  that  the  quality  of  work  performed  in  these  localities  is 
adversely  affected. 

2.  It  tends  to  reduce  the  effectiveness  of  auditors  stationed  in  small 
communities  where  the  auditor  is  personally  known  by  and  engages  in  community  ac- 
-tivities  with  the  local  taxpayers.  It  is  a  well  recognized  principle  that  audit¬ 
ing,  to  be  effective,  must  be  conducted  on  an  entirely  impersonal  basis  and  large 
public  accounting  firms  as  well  as  the  State  Division  of  Audits  recognize  this 
principle "by  rotating  men  on  field  assignments. 

3.  It  tends- to  encourage  auditors  to  perform  unnecessary  services  for 
taxpayers  because  of  the  overly  friendly  relationships  which  develop  in  the  small¬ 
er  communities . 

it-.  It  tends  to  bring  about  very  uneven  audit .  coverage  throughout  the 
State,  since  if  an  auditor  is  resideirt“±n  a  particxilar  locality  it  is  necessary  to 
assign  him  sufficient  audits  to  keep  him  busy  even  thou^  the  need  for  audits  in 
some  other  part  of  the  State  may  be  much  more -urgent.  The  very  uneven  audit  cover¬ 
age  throughout  the  State  is  illustrated  by  the  data  in  Tables  22  and  23  and  the  ac¬ 
companying  text . 

5.  It  also'-tends  to  decrease  the  efficiency  of  the  audit  work  in  the 
smaller 'Communities  by  precluding  the  use  of  specialists  en  certain  classes  of 
work,  such  as  is  possible  in  the  larger  cities. 

Most  of  these  administrative  disadvantages  could  be  eliminated  if  the 
audit  staff  were  pooled  on  a  statewide  or  major  area  basis  and  assigned  according 
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to  work  load,  and  it  is  probable  that  any  increased  travel  expense  which  might  re 
s\ilt  from  such  an  arrangement  would  be  more  than  offset  by  the  greater  productive 
ness  of  the  more  efficient  and  business-like  auditing  which  would  result. 

Branch  Offices,  Number  and  Location 

Table  9  shows  the  number  and  location  of  the  branch  offices  by  adminis¬ 
trative  district.  It  also  indicates  the  headqmrters  of  staff  members  assigned 
to  cities  where  no  branch  office  is  located.  In  these  instances  the  men  work  out 
of  their  homes,  with  a  telephone  listing  under  Board  of  Equalization. 

A  summary  of  the  locations  shown  in  Table  9  as  follows: 

District  Headquarters  Office  l4 
Branch  Offices  45 

Other  Locations  12 

Total  71 

Generally,  district  and  branch  offices  are  located  in  county  seats. 

This  is  also  true  of  some  of  the  auditors  resident  in  cities  in  which  no  office 
is  located.  There  are  only  nine  of  the  58  counties  of  the  State  with  neither 
an  office  nor  a  resident  auditor  in  its  county  seat. 

Table  10,  based  on  the  data  shown  in  Table  9,  shows  by  districts  ac¬ 
counts  per  1,000  population,  number  of  offices  and  staff  per  1,000  accounts  by 
classes. 
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TABLE  10  -  Ac  cotints  per  1,000  Popxilation, 
Nxmiber  of  Offices  and  Staff  per  1,000  Accoimts 
at  July  1,  1950 


District 

Number 

of 

Offices 

Staff  per 

1,000  Accounts 

P 

Accounts 
er  1,000  of 
Population 

Total 

Auditors 

Investi¬ 

gators 

Administra¬ 
tive  and 
Clerical 

Los  Angeles 

2.54 

5 

5.40 

2.84 

1.26 

1.30 

San  Francisco 

2.71 

3 

5.46 

3.49 

.82 

1.15 

Oakland 

2.06 

4 

5.26 

2.77 

1.08 

1.4l 

Fresno 

2.34 

5 

4.33 

2.16 

.64 

1.52 

San  Bernardino 

2.73 

4 

3.87 

2.27 

.55 

1.05 

San  Diego 

2.30 

2 

4.28 

2.47 

.65 

1.16 

San  Jose 

2.53 

4 

4.61 

3.02 

.50 

1.09 

Sacramento 

2.54 

2 

4.l4 

2.21 

.83 

1.10 

Santa  Rosa 

2.99 

6 

4.63 

2.43 

.88 

1.32 

Stockton 

2.45 

5 

4.23 

2.44 

.38 

l.4i 

Santa  Barbara 

2.56 

2 

4.64 

2.79 

1.85 

Marysville 

2.98 

8 

5.68 

2.76 

.97 

1.95 

Redding 

2.94 

4 

6.02 

3.15 

.86 

2.01 

Woodland 

2.18 

5 

5.25 

2.83 

00 

0 

1.62 

Total 

2.51 

59 

5.03 

2.76 

.93 

1.34 

Table  10  indicates  a  wide  variation  in  the  districts  in  staff  per  1,000 
accounts,  both  on  the  basis  of  total  staff  and  by  classes.  It  will  be  seen  that  em¬ 
ployees  per  1,000  accoxmts  vary  from  3.87  in  San  Bernardino  to  6.02  in  Redding. 
Auditors  per  1,000  accounts  vary  from  2.l6  in  Fresno  to  3-^9  In  San  Francisco. 

Since  janitors  as  staff  are  used  in  only  a  part  of  the  districts  they  have  been 
excluded  from  the  calculations  of  staff  per  1,000  accounts. 
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Duties  of  Auditors  and  Field  Representatives 


The  district  tax  administrator  is  responsible  for  the  audit  program  in  the 
district  to  which  he  is  assigned,  and  the  audit  staff  of  the  district  reports  to  him. 

The  duties  appropriate  to  the  various  classes  of  auditors  and  investiga¬ 
tors  are  set  forth  in  the  official  job  specification  for  the  class  as  adopted  by  the 
State  Personnel  Board. 

In  general,  for  the  3  grades  of  supervising  auditors  and  for  auditor, 
grade  3,  the  duties  involve  supervision  of  a  group  of  auditors  engaged  in  technical 
auditing  work,  the  only  difference  being  in  the  size  of  the  group  supervised,  which 
range  from  k  to  10  in  the  case  of  the  auditor,  grade  3,  to  larger  groups  for  the 
higher  grades.  In  addition,  the  supervising  auditor,  grade  1,  class  is  appropriate 
for  special  assignments  involving  the  highest  degree  of  technical  ability,  and  the 
auditor,  grade  3^  class  for  special  auditing  work  of  a  highly  technical  nature. 

The  auditor,  grade  2,  class  is  the  journeyman  class  appropriate  for 

those  who  direct  or  personally  conduct  the  more  difficult  audits,  while  the  auditor, 

grade  1,  class  is  appropriate  to  those  performing  the  less  difflc\ilt  auditing  work. 

♦ 

The  junior  class  is  the  assistant  or  apprentice  to  an  auditor  of  a  higher 

grade . 

As  Indicated  in  Table  9,  supervising  auditors,  grades  3  and  2,  are  used 
only  in  the  three  largest  districts. 

Supervising  auditors,  grade  1,  are  assistant  administrators  in  the  eleven 
smallest  districts,  chief  reviewers  in  the  district  office  in  the  larger  districts, 
or  in  charge  of  large  branch  offices  in  the  smaller  districts  or  groups  of  audit 
crews  in  the  larger  district. 

Auditors,  grade  3,  are  in  charge  of  branch  offices  in  the  smaller  districts, 
chief  reviewers  in  the  smaller  districts,  field  crew  chiefs  in  the  larger  districts 
or  technical  specialists. 
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The  investigator  group  includes  3  grades  of  supervisors  and  a  journeyman 
class,  field  representative o 

The  duties  of  a  field  representative  are  "to  enforce  tax  licensing  and 
other  lavs,  rules  and  regulations;  to  prevent  violations  vhenever  possible  by  dis¬ 
tribution  of  information  and  assistance;  to  collect  delinquent  taxes,  fees,  and 
returns  .00"  In  the  sales  tax  division  this  involves  handling  applications  for 
permits,  preparing  the  necessary  papers  in  a  close  out,  and  in  general  doing  all 
necessary  field  vork  except  technical  auditing., 

It  vill  be  noted  in  Table  10  that  the  distribution  of  the  investigator 
classes,  includ±ng  field  representatives,  is  far  from  uniform  throughout  the 
State.  This  means  that  in  localities  vhere  no  field  representatives  are  assigned 
the  vork  normally  handled  by  field  representatives  is  being  done  by  auditors. 
Supervision 

It  is  difficult  to  get  a  clear  picture  of  the  extent  of'  supervision  vhich 
the  average- auditor  at  the  Journeyman  or  lover  level  receives  in  the  sales 'tax  divi¬ 
sion  because  of  the  videly -dispersed  staff.  In  certain  localities  the  degree  of 
supervision  is  bound  to  be  negligible.  This  voiild  be  true  of  those  staff  members 
resident  in  a  tovn  vhere  there  is  no  grade  3  auditor  or  higher.  As  indicated  in 
Table  9,  this  is  true  of  U9  members  of  the  staff  in  30  locations.  In  the  larger 
cities,  on  the  other  hand,  the  degree  of  supervision  may  be  very  close. 

The  picture  is  further  complicated  by  the  fact  that  some  staff  members  of 
a  grade  normally  used  in  a  supervisory  capacity,  i.e.,  auditor,  grade  3>  super¬ 

vising  auditor,  grade  1,  are  technical  specialists  vho  do  no  direct  supervising. 
Table  11  indicates  the  relationship  existing  betveen  the  total  auditors  at  the 
supervisory  level  (i.e.  supervising  auditors  and  grade  3)  erid  the  remainder,  the 
auditors  grade  2  and  those  of  lover  classification  in  each  district. 
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TABLE  11  -  Auditors  at  Supervisory -Level  and  at 
Journeyman  Level  or  Lower,  by  Districts, as  of 

June  30>  1950 


District 

Total 

Auditors 

Supervisory  Level 

Journeymen  and  Assistants 

No. 

Percent 

No. 

Percent 

Los  Angeles 

297 

45 

15.15 

252 

84.85 

San  Francisco 

94 

18 

19.15 

76 

80.85 

(fcikland 

59 

11 

18.64 

48 

81.36 

Fresno 

37 

6 

16.22 

31 

83.78 

San  Bernardino 

4l 

6 

14.63 

35 

85.37 

San  Diego 

34 

7 

20.59 

27 

79.41 

San  Jose 

42 

7 

16.67 

35 

83.33 

Sacramento 

16 

3 

18.75 

13 

81.25 

Santa  Rosa 

22 

4 

18.18 

18 

81.82 

Stockton 

26 

5 

19.23 

21 

80.77 

Santa  Barbara 

15 

3 

20.00 

12 

80.00 

fferysville 

17 

3 

17.65 

14 

82.35 

Redding 

11 

2 

18.18 

9 

81.82 

Woodland 

14 

2 

14.29 

12 

85.71 

Total 

725 

122 

16.83 

603 

83.17 

TRENDS  IN  ORGANIZATION  AND  SIZE 
Auditors,  Investigators  and  Active  Accounts 


The  number  of  auditors  working,  (i.e.,  positions  filled)  in  district  of¬ 
fices  by  fiscal  years  over  a  ten-year  period  is  shown  in  Table  12,  page  39 
based  on  the  various  biennial  and  annual  budgets.  Figures  for  the  fiscal  years 
19^0-4l,  1942-43,  and  1944-45  are  not  readily  available  since  budgets  were  on  a 
biennial  basis  at  that  time. 

The  ratio  of  each  class  to  the  total  during  the  same  period  is  shown  in 
Table  13^  page  39* 
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It  will  be  noted  that  there  has  been  a  steady  increase  In  the  number  of 


supervisory  personnel, 
creasing  and  alao  that 
higher  in  19^9 "50  than 


even  during  the  war  years,  when  the  total  staff  was  de- 
the  ratio  of  supervisory  personnel  to  total  personnel  is 
in  1939“^0,  or  19^1-^2,  the  pre-war  years. 
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TABLE  12 

AUDITORS  BY  CLASS  AND  BY  FISCAL  YEARS,  1939=^0  TO  19^9*50 
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Ttie  relatlonsMp  betveen  the  total  audit  and  investigating  "staff  and  the 


number  of  active  accounts  at  the  end  of  each  fiscal  yeaT  is  shown  in  Table  1^4-. 

TABLE  l4  -  Auditors  and  Investigators 
per  1,000  Active  Accounts,  19^0  to  1950 


Date 

Active  Accountrs 

Auditors 

Investigators 

Total 

Per  1,000 
Accounts 

1  Total 

Per  1,000 

Accounts 

6/30/40 

186,267 

502 

2.70 

105 

.56 

6/30/42 

173,472 

512 

2.95 

111 

.64 

6/30/44 

158,988 

371 

2.33 

112 

.70 

6/30/46 

216,942 

362 

1.67 

122 

.56 

6/30/47 

237,582 

403.4 

1.70 

132.5 

.56 

6/30/48 

252,184 

565.2 

2.24 

195.8 

.78 

6/30/49 

255,995 

667.2 

2.61 

218.5 

.85 

6/30/50 

262,683 

710.2 

2.70 

235.3 

.90 

The  foregoing  indicates  a  definite  trend  toward  more  investigators,  while 


the  audit  staff  is  about  where  it  was  in  19^0  in  relation  to  total  accoxints. 

Over  the  ten-year  period  active  acconnts  have  increased  42  percent, 
number  of  auditors  44  percent,  and  number  of  Investigators  133  percent. 

Field  Offices  and  Rents 

The  nixmber  of  field  offices  at  the  beginning  of  each  fiscal  year,  the 
total  sales  "tax  field  staff,  and  the  rents  by  fiscal  years  for  the  12-year  period 
ended  June  30,  1951  are  shown  in  Table  15. 
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TABLE  15  -  Field  Offices,  Field  Staff  and  Rents 
1939-40  to  1951-52 


Fiscal  Year 

Number  of  Field  Offices 
Beginning  of  Year 

Field 
Staff  /a 

Rent 

Rent  per 
Man 

1939-40 

33 

811 

$29,262 

$36.08 

1940-41 

35 

NA 

51; 530 

1941-42 

43 

841 

51,818 

61.61 

1942-43 

45 

NA 

52,641 

1943-44 

48 

660 

45; 971 

69.65 

1944-45 

48 

NA 

46,64l 

1945-46 

48 

675 

53; 203 

78.82 

1946-47 

48 

747 

86,464 

115.69 

1947-48 

50 

1;031 

143,302 

138.99 

1948-49 

56 

1;213 

161,280 

132.88 

1949-50 

59 

1;293 

179; 486 

138.77 

1950-51 (Estimated ) 

60 

1;368 

208,913 

152.62 

194l-52(Estimated) 

61 

1;371 

237; 323 

173.01 

a/  NA  indicates  not  available 


It  will  be  noted  that  between  July  1,  1939  and  June  30,  1950  rents  in¬ 
creased  from  $29,262  to  $179; ^86,  or  513  percent  and  number  of  field  offices  in¬ 
creased  from  33  to  59;  or  79  percent,  while  number  of  active  accounts  increased 
42  percent,  number  of  field  auditors  44  percent,  and  total  sales  tax  field  per¬ 
sonnel  increased  from  8II  for  1939-40  to  1,293  during  1949-50,  or  an  increase  of 
59  percent. 

If  the  comparison  is  limited  to  the  postwar  years  and  1945-46  compared 
with  1949-50  it  will  be  seen  that  number  of  offices  increased  23  percent,  rents 
increased  237  percent,  active  accounts  .increased  22  percent,  and  total  sales  tax 
field  staff  increased  from  675  to  1,293;  or  92  percent. 
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CHAPTER  II 


SELECTION  OF  ACCOUNTS  FOR  AUDIT 


GENERAL 

Underlying  Db.jectlTes 

The  general  objective  of  any  field  audit 'program  as  a  part  of  sales  tax 
enforcement  would  appear  to  be  to  insure  as  nearly  as  possible  100  percent  compliance 
with  all  requirements  of  the  lawo 

'Anaudlt  program  accomplishes  this  objective  in  two  ways;  by  disclosing 
and  assessing  additional  amounts • due  which  have  not  been  reported  by  taxpayers  be¬ 
cause  of  dishonesty,  carelessness,  or  misinformation,  and  by  tending  to  cause  such 
taxpayers  to  report  correctly-  in  the  future.  If  the  audit  program  contemplates 
something  less  than  100  percent  coverage,  that  is, an  audit  of  every  taxpayer  subject 
to  the  provisions  of  the  law,  and  we  know  of  no  sales  tax  Jurisdiction  in  which  such 
a  100  percent  coverage  exists,  or  any  which  has  seriously  urged  the  desirability  of 
such  a  coverage,  the  question  of  which  taxpayers  to  audit  becomes  a  matter  of  vital 
importance. 

While  there  may  be  theoretical  objectives  of  an  audit  program  other  than 
the  production  of  revenue  due  to  deficiency  assessments  arising  directly  out  of 
the  audits, in  actual  practice  they  do  not  appear  to  Influence  the  selection  of  ac¬ 
counts  for  audit  but  appear  as  a  by-product  of  the  results  of  audits  made  primarily 
for  revenue  production  piirposes. 

When  to  audit 

In  selecting  cases  to  audit  an  Important  question  is  when  the  audit  should 
be  made.  This  depends  upon  two  factors,  the  period  to  be  covered  by  the  audit  and 
whether  or  not  the  taxpayer  is  continuing  in  business  (active)  or  going  out  of  busi¬ 
ness  (close-out). 
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The  maximiim  length  of  time  for  which  an  audit  can  normally  be  made  is 
governed  by  the  limitation  period  within  which  a  deficiency  can  be  asserted,  which 
in  the  normal  case  in  California  is  three  years  from  the  due  date  of  the  return.. 
Since  the  basic  reporting  period  in  Califomla  is  a  calendar"  quarter,  it  is  pos¬ 
sible  to’make  audits  for  a  single  quarter  or  for  a  series  of  quarters  up  to  three 
years  in  the  aggregate. 

It  has  always  been  taken  for  granted  in  California  that  the  best  prac¬ 
tice  is  to  audit  for  a  full  three -year  period  and  to  include  in  that  period  the 
most  recent  quarter  for  which  a  return  has  been  filed  at  the  time  of  the  audit, 
since  this  procedure  probably  produces  the  maximum  additional  revenue  at  minimum 
cost  and  with  the  minimum  amount  of  annoyance  and  inconvenience  to  the  taxpayer. 

The  answer  to  the  question  of  when  to  audit  would  appear  to  be,  there¬ 
fore,  with  respect  to  active  taxpayers  not  until  the  taxpayer  has  been  in  business 
three  years.  In  the  case  of  close-outs,  however,  it  is  fairly  obvious  that  when  a 
taxpayer  goes  out  of  business  if  an  audit  is  warranted  at  all  it  should  be  made  as 
promptly  as  possible,  both  in  justice  to  the  taxpayer  and  in  the  interest  of  the 
State.  It  follows  that  audits  of  active  taxpayers  should  not  be “made  oftener  than 
once  every  three  years. 

It  would  appear,  therefore,  that  the  audit  program  is  normally  concerned 
only  with  two  groups  of  accounts,  close-outs,  and  active  accounts  which  have  been 
in  business  at  least  three  years,  and  is  not  concerned  with  active  accounts  which 
are  less  than  three  years  old,  and  that  these  are  the  basic  considerations  which 
govern  the  selection  process. 

According  to  the  only  estimates  available  (as  of  September  30,  1950) 
only  45.33  percent  of  the  taxpayers  in  business  at  any  given  time  have  been  in 
business  three  years  or  longer.  Assuming  that  this  percentage  has  not  changed 


-  43  - 


•  .  ir.v  ^•>..  .,'Q-  :VJ  ii.>o  \3*TJai':ri-&  .  -4  r  j  iTO 1 i-i; ;  .^r.j  .,  • 

■  'f  !-.  si;>:  ,  .  j  f  r«,t  •  .  '  S-B*J  aJ'  :r-:Aio  if\;-  oriJ’  i 


r.-. i  1."  O  .•%  t*  ;  -  I.  D  .Vi"  bCJ'^Sq  ,  ,  '  ,  7*. './n  ?'ep;  -.-flJ  5Dil. 


.  yxiJ  oT  (;•;  e’r*'’w^'at  jj  !('  aaJn*>a  ^  -rrit  i».  -i 


♦  i  > 


/ji'-O  5.x 


.:ij-  B-tid-r,  ‘  '^•7  .-t 
'I  o'y  Iha  r-- 


,) .  » ' 


-  ■ 


I  ■  ; 


■ ‘f.r'i  .t 

9df  baktw^ 

,  ;  ijui  ■ ' 

;  r..  ,  ;  ,r..  '::<■- ;  j- itr /•  > /■••  frfvt  ^ 

f 

:-Xr.:^KP;.^  *;.>  ..,:  3ri.r3irtr*i.«n.-. .  tj'  ,.: 

oi  ri;  .,  •  .v 


.  =>j:2:i^’  ritv 

T  *  rr  np  4  « ■•  ■  r  ,•  £JS '  B  KH 


-7--r.  !  I  ’.••‘(  n  rc>  /ifiAja  '  .  -5:>J 

» 

.<  *-,-v  lo^  '.'>.t*ta4rp 
1  Tui:  #  0  o".  •  i  j  9511  j 

.':■  :.-a  ■  ;  tniJ  i  .  r,ia 

:/p  i/5  Cl  -T'y.v'jmr  ■ 'i 


.-  f* 


i;43;Tjv  nsji  ---.c-vm-  -i.  ■  !,  (  -;r  -  •  ,  -  vnrrx^, ,  y5  v;  r  ■  J  ,  js'ic 

.  t 

nariw  jc,is  ^:;o  t  i.x  -I  tj  -  :v^'vr>^^  ,  ft JiiO  ■•>  oi  ■:■  'o  ^n»r)  rdT  nl  :  .  99XS 

■-  ■■'  '■  ''i'rmv  a  ■:•»:  ;.^  ■  y  lo  /:•'■  .-03 

■•.  t:t  nl  ti'xA  --v.i  ^1  •  »5'.r;»-3.  ,  ..  i  ,t .  -  .  ■  'ci-’qiKo^ 

’  .  ■oc.,  fiol-  ?  '  .93“sJ 

r 

"I  aria 

bsra-'-'iJOr)  pjrr^..  ijvi  ;  mu-  -j  :,ui  :  ,  v  u,;.v 

« 

n&rO  *vai^.  ;  olODOar^R  f.-Zij  C/i  .t;,,  .  V. 

rto  Jr.v  -  ?:>.?  ii‘:r>..  •  ,v;a-j  ;o?  Jon  .ct  :  •  b'.--  ■•  .r  <•  r.-j  rt»-,3iBi;o  a 

d-r-::-:  ^n- ^  J'a '  •  :r  ^QodT  .rv  \nA  ,  tlo 


9ti-  -  _•■:  \:-on  nr<s\f*ix-  *  uvxJ 

■% 


r'.y 


9*; 


^  . .; -U  t0£  19<33!?'.?:j9‘* 
ai  jT9id  9va4  or.lv -rT/^- 


Mualir-o  '  •.-  -J.fj  -.n.;  oJ  Bittfiiot::/?. 

'-  ■:  •/' 

7a. ja  cr-nRir-  -<  ;.'  ci-r''r.^xeJ  -.-,3  to  ^I'pi 


3?«^  .■  ■  .  J PF.  < 


since  July  1,  19^7^  an  analysis  of  the  sales  tax  accounts  for  the  three  years  end¬ 
ing  Jtine  30^  1950^  classified  as  between  those  less  than  three  years  old  and  those 
three  years  old  or  more  is  shown  in  Table  l6. 


TABLE  l6  -  Sales  Tax  Accounts  less  than  3  years  Old  and  3  years  old  or  more,  3  years 

ended  6/30/$0 


Less  than  3 
years  old 
(1) 

3  years  old 
or  more 
(2) 

Total 

(3) 

Active  Jxily  1,  1947 

129,886 

107,696 

237,582 

Opened  diaring  period 

285,356 

285,356 

Less  than  3  years  old  at 
beginning  which  became  3 
years  old  during  period 

-129,886 

129,886 

0 

Total 

285,356 

237,582' 

522,938 

Closed  out  during  period 

141,747 

118, 508 

260,255 

Active,  June  30,  1950 

143,609 

119,074 

262,683 

During  a  given  three-year  period  the  selection  of  accounts  for  audit  would 
be  made  from  the  number  of  accounts  three  years  old  or  more  (119,074  on  June  30,  1950) 
and  from  the  number  closed  out  during  the  period  (260,255  during  the  three  years  to 
June  30^  1950.) 

The  relationship  between  the  period  audited,  both  as  to  length  and  calendar 
years  involved,  and  the  period  in  which  the  audit  is  completed  is  important  to  an  un¬ 
derstanding  of  the  way  in  which  an  audit  program  works  in  actml  practice . 

An  examination  of  a  representative  sample  indicates  that  the  average  audit 
of  an  active  account  completed  during  the  fiscal  year  1948-49  'was  for  a  period  of 
approximately  33  months,  while  the  average  audit  of  a  close-out  was  for  a  period  of 
approximately  20  months. 

Of  necessity  a  time  lag  is  involved  between  the  end  of  the  period  covered 
by  the  audit  and  the  date  of  its  recipient  in  headquarters’  office  under  the  procedure 
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as  outlined  in  Chapter  I. 


Table  17  shows  the  average  period  covered  by  the  typical  audit  and  the  time 
in  months  between  the  last  month  audited  and  the  receipt  of  the  completed  audit  in  the 
headquarters  office. 

Table  1?  --Average  Period  Covered  by  Audit  and  Average  Time 
Between  Last  Month  Audited  and  Completion  of  Audit 


"Where  selection  is  made 

The  selection  of  accounts  for  audit  is  done  both  in  the  district  offices 
and  at  headqxiarters .  At  the  present  time  it  is  estimated  that  less  than  5  percent 
of  the  cases  audited  are  selected  by  headquarters,  the  remaining  95  percent  being 
selected  by  the  district  offices. 

An  analysis  of  4l.50  percent  of  the  audits  completed  during  the  19^8^9 
"Fiscal  Year,  which  inelxided  all  those  resulting  in  no  change,  all  those  resulting 
in  refunds  and  all  those  resulting  in  deficiencies  of  $20  or  more  per  audit,  indi¬ 
cated  that  2.29  percent  were  selected  by  headquarters  and  the  other  97* 71  percent 
by  the  district  offices. 

"SELECTION  BY  HEADQUARTERS 

Such  selecting  as  is  done  by  headquarters  is  based  upon  an  examination  of 
returns  as  they  are  filed.  Returns  which  show  ab9ormal  deductions  for  the  type  of 
business  engaged  in,  or  other  irregularities,  are  screened  out  by  the  calculating 
machine  operators  who  check  the  computations  on  the  return.  They  are  then  referred 
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to  an  anditor  vho  compares  -tbe  ciirrent  retnrn  vitii  those  preTlously  filed  and  suggests 
an  audit  if,  in  his  judgment,  one  is  warrant ed.  The  case  is  then  referred  to  a  super¬ 
vising  auditor,  grade  1,  and  if  he  approves,  it  is  assigned  to  the  district  for  audit, 
SELECTION  BY  DISTRICT 
Active  accounts 

-  Some  cases  are  selected  f  or  audit  because  of  personal  knowledge  on  the  part 
of  field  men  of  circumstances  which  are  believed  to-warrant  audit,  others  because  of 
newspaper  stories “or  information  received  from  various  sources.  Under  the  system  of 
administration  in  effect  ■sdiereby  each  Board  Member  assumes  individual  responsibility 
for  tax  administration  in  his  Equalization  district  some  audits  may  be  made  at  the  re¬ 
quest  of  the  Board  Member . 

The  great  bulk  are  Belected;  however,  on  an  entirely  impersonal  basis  because 
of  possible  additional  revenue. 

About  once  every  two  years  headquarters  office  furnishes  each  district  with 
a  list  of  all  taxpayers  active  in  the “district.  This  shows  the  industry  code,  the 
actual  amount  of  tax  paid  for  a  current  period  and  the  month  or  quarter  to  which  the 
payment  relates.  Headquarters  also  furnishes  each  district  annually  with  an  analysis 
of  all  audits  completed  by  the  district  during  the  preceding  fiscal  year  showing  de¬ 
ficiencies  recommended-  by  the  district  per  audit  hour  by  class  of  business  and  size 
of  tax  payment.  The  first  of  these  analyses  ever  compiled  was  for  the  year  ended 
June  30 ^  19^90 

As  to  an  account  not  previously  audited,  the  foregoing  is  the  only  informa¬ 
tion  which  the  district  office  has  on  which  to  base  its  selection,  other  than  the 
estimate  of  probable  tax  liability  which  the  taxpayer  made  at  the  time  he  applied  for 

the  permit. 

The  actual  selection  is  made  by  a  responsible  person  in  the  district  office 
after  tsUsing  into  consideration  the  foregoing  factors  as  well  as'-the  size  and  disposi¬ 
tion  of  the  staff  and  past  experience  in  the  district  with  particular  kinds  of  cases. 
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It  is  probabie“'that  the  Judgment  of  the  person  doing  the  selecting  plays  at  least 
as  important  a  part  as  ttie  Btatistical  factors  previously  mentioned.  It  is  also 
probable "that  much  of  the  selecting  is  on  a  negative  basis,  that  is,  by  the  elimina¬ 
tion  of  accounts' where  it  is  believed  an  audit  is  not  warranted.  These  are  chiefly 
the  very  small  accounts. 

As  to  accounts  previously  audited,  the  district  office  has  full  informa¬ 
tion  as  to  the  taxpayer's  activities  during  the  period  audi^ted.  These  can  be  used 
as  a  guide  in  determining  whether  or  not  a  second  audit  is  desirable. 

Close»Outs 

There  are  two  factors  which  influence  the  selection  of  close-out  audits 
which  are  not  present  in  connection  with  active  accounts.  One  is  the  security  de¬ 
posit,  the  other  is  successor's  liability  when  a  business  changes  hands.  As  a  result, 
taxpayers  themselves  will  request  audits  in  the  first  instance  in  order  to  have  the 
security  deposit  returned  and  in  the  second  in  order  that  a  tax  clearance  may  be  is¬ 
sued  relieving  the  successor  of  liability  for  taxes  incurred  by  the  predecessor.  As 
a  result,  many  close-out  audits  are  made  which  would  not  otherwise  be  made. 

Under  Section  67OI  of  the  Sales  and  Use  Tax  Law  the  Board  may  require  a 
taxpayer  to  deposit  security  for  payment  of  tax,  the  amount  to  be  twice  his  esti¬ 
mated  average  quarterly  tax,  if  he  reports  quarterly,  three  times  his  estimated 
average monthly  tax,  if  he  report;  s  monthly,  or  $10,000,  whichever 'is  the  lesser.  As 
of  June  30,  19^9,  about  68  percent  of  all  taxpayers  had  security  on  deposit  to  guar¬ 
antee  payment  of  tax.  By  district  these  ranged  from  87  percent  in  Los  Angeles  to 
35  percent  in  Redding. 

Another  factor  which  influences  close-out  audits  is  the  necessity  for  fil¬ 
ing  a  claim  where' bankruptcies ,  assignments  for  benefit  of  creditors,  or  probate 
proceedings  are  involved. 
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Subject  to 'the  foregoing  motilficatlons,  the  selection  of  close-out  audits 
appears  to  be  governed  by  the -same  general  considerations  vhlch  govern  the  selection 
of  active  accounts . 

In  a  large  number  of  cases  where  close-outs  are  Involved  a  prellmlnaiy  ex¬ 
amination  Is  made  of  the  taxpayer's  records  which  Indicates  no  deficiency  and  also 
that  a  complete  audit  Is  not  warranted.  In  these  cases  a  so-called  "Close-out  Check 
Sheet  Audit"  report  Is  prepared  and  the  case  closed.  These  cases  are  in  one  sense 
"no-change"  audits,  but  they  are  not  counted  as  audits  -for  statistical  purposes.  The 
total  completed  for  the  year  ended  June  30,  1950  amounted  to  12,950. 
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CHAPTER  III 


EXTENT  OF  AUDIT  COVERAGE 


Ttiere  are  at  least  two  convenient  ways  in  which  the  extent  of  the 
audit  coverage  can  be  measured  from  available  data.  One  is  audits  completed 
in  relation  to  total  number  of  accoiants,  the  other  is  tax  audited  in  relation 
to  total  tax  reported  by  all  taxpayers.  If  all  taxpayers  were  the  same  size, 
that  is,  reported  the  same  amount  of  tax  each  period,  the  two  methods  of 
measurement  would  produce  identical  answers.  A  considerable  variation  exists 
between  districts,  howeve-r,  in  the  average  tax  reported,  as  indicated  by  Table 
l8  which  shows:  (l)  total  self-assessed  tax  for  the  year  ended  June  30;  1950; 
(2)  average  active  accounts  during  the  19^9"50  fiscal  year  (active  at  begin¬ 
ning  plus  active  at  end  divided  by  two);  (3)  average  self -assessed  tax  per 
account;  and  (4)  the  average  expressed  as  a  percentage  of  the  average  for  San 
Francisco,  For  p\nrposes  of  comparison  each  district  is  computed  as  a  per¬ 
centage  of  San  Francisco  which  has  the  highest  average  tax  per  account. 
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TABLE  l8  -  Average  Self-Aaeessed  Tax  Per  Account 
by  Districts,  Year  Ended  June  30,  1950 


District 

Self -assessed 
Tax,  Year  ended 
Jxme  30,  1950 
(1) 

Average  Active 
Accounts, 

1949-50 

(2) 

Average  Tax  Per  Account 

Amount 

(1) 

(3) 

Percent  of 

San  Francisco 
Average 

(4) 

San  Francisco 

$i^3, 119,000 

26,675 

$1,616 

100.0^ 

Oakland 

30,272,000 

21,018 

1,441 

89.2 

Los  Angeles 

IkO, 617,000 

103,544 

1,358 

84.0 

Sacramento 

9,337,000 

7,115 

1,312 

81.2 

San  Diego 

15,827,000 

13,489 

1,173 

72.6 

Fresno 

19,601,000 

l6,84o 

l,l64 

72.0 

San  Jose 

15,253,000 

13,543 

1,126 

69.7 

Stockton 

11,811,000 

10,542 

1,120 

69.3 

Santa  Barbara 

5,768,000 

5,290 

1,090 

67.5 

Woodland 

5,272,000 

4,896 

1,077 

66.6 

Redding 

.3,138,000 

922 

57.1 

Santa  Rosa 

8,008,000 

■«;85J 

90^ 

56.0 

San  Bernardino 

15,843,000 

17,828 

889 

55.0 

Marysville 

5,364,000 

-6,074 

883 

54.6 

Total 

$329,230,000 

259,111 

$1,271 

78.7^ 

It  will  be  noted  that  the  average  account  in  the  San  Francisco  district 
is  almost  twice  the  size  of  that  in  Bedding,  Santa  Rosa,  San  Bernardino  or  Marys¬ 
ville,  and  that  in  only  foxir  of  the  districts  does  the  average  size  of  the  ac¬ 
counts  exceed  the  state-wide  average. 
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AUDIT  COVERAGE  II?  TERMS  OF  ACCOUNTS  AUDITED 


One  measure  of  the  extent  of  the  audit  coverage  in  terms  of  accounts 
audited  is  the  ratio  of  audits  completed  for  a  given  period  to  total  accoxints. 
The  ratio  of  regular  audits  completed  in  California  during  the  fiscal  years 
ending  in  19^,  19^9  and  1950  1*0  the  number  of  active  accounts  at  the  mld-polull^ 
in  each  year  is  shown  in  Table  19 . 


TABLE  19  -  Regular  Audits  Completed  as  Percentage  of 
Total  Accounts, by  districts  and  Fiscal  Years, 

3  Years  Ended  June  30,  1950 


District 

1947-^8 

191+8-49 

1949-50 

Los  Angeles 

8.80^ 

22.01^ 

22.86^ 

Stockton 

13-26 

17.50 

18.12 

Woodland 

Ik. 2k 

13.84 

15.75 

Santa  Rosa 

15.13 

17.35 

15.32 

Redding 

19.77 

15.11 

14.89 

Marysville 

14.97 

13.48 

14.87 

Oakland 

7.89 

11.35 

13.73 

Sacramento 

17.07 

17.97 

13.51 

San  Jose 

7.56 

11.41 

11.70 

Sai.  Bernardino 

11.24 

12.47 

11.36 

Fresno 

5.61 

8.07 

11.24 

Santa  Barbara 

7.55 

9/94 

11.02 

San  Francisco 

9.71 

10.42 

10.70 

San  Diego 

4.30 

6.44 

10.29 

State 

9.45^ 

15.91^ 

16.71^ 

The  Table  shows  the  variation  in  audit  coverage  by  district  and  the 
improvement  in  audit  coverage  by  years. 
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One  limitation  upon  the  foregoing  as  a  method  of  measuring  the  extent  of 
the  audit  coverage  is  thah  it  does  not  distinguish  between  audits  of  active  accotints 
and  audits  of  close-outs,  and  consequently  does  not  take  into  consideration  any 
variation  in  rate  of  turnover  of  accounts  as  between  districts.  The  other,  of 
course,  is  that  it  does  not  take  into  consideration  variation  in  size  of  accounts. 

Because,  as  has  been  previously  pointed  out,  the  selection  program  fol¬ 
lowed  by  the  agency  covers  close-outs  and  active  acco\mts  more  than  three  years 
old,  it  is  important  to  distinguish  between  these  two  classes  of  audits  in  order 
to  arrive  at 'some  approximation  of  the  extent  of  the  absolute  coverage  in  terms 
of  accounts  audited.  This  distinction  is  important  for  two  other  reasons.  Close¬ 
out  audits  have  little  value,  except  as  revenue  producers;  .  the  value  of  the  audit 
program  as  a  policing  device  being  limited  to  audits  of  active  accounts.  Further¬ 
more,  since  it  is  the  practice  to  audit  active  accounts  for  a  three-year,  rather 
than  a  one-year  period,  the  number  of  accoxants  audited  in  any  one  year  must  be 
multiplied  by  three  to  determine  the  actual  coverage,  since  on  this  basis  it 
would  be  necessary  to  audit  only  one-third  of  these  accounts  -each  year  to  get  a 
100  percent  coverage  during  a  three-year  period.  This  fact  is  of  vital  im¬ 
portance  since  it  gives  a  yardstick  with  which  to  measaare  the  extent  of  the  abso¬ 
lute  coverage  with  respect  to  active  accounts  under  the  program  used  by  the 
agency,  inasmuch  as  audit  of  10  percent  of  the  accounts  each  year  is  equivalent 
to  a  30  percent  coverage. 

Table  20  shows  (l)  active  accounts  three  years  old  or  more  estimated 
by  appl^ng  the' percentage  for  each  district  developed  by  a  teat  made  on  September 
30,  1950^  "to  the  average  active  accounts  shown  in  Table  I8,  column  2>  '(2)iactive_  ac¬ 
counts  audited  during  I9U9-5O;  (3)  percent  of  accounts  three  years  old  or  more  aud¬ 
ited  during  I949-5O;  and  (4)  extent  of  audit  coverage  of  active  accounts. 
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TABLE  20  -  Audit  Coverage  of  Active  Accounts  in  Terms  of 
Accounts  Audited,  19^9“50^  by  District 


District 

(  . 

Active  Accounts 

3  Years  Old 
or  More 
(1) 

Active  Accoxmts 
Audited 

1949-50 

(2) 

Percent 

Audited 

(2)^(1) 

(3) 

Audit 
Coverage 
(3)  X  Three 

((4) 

Marysville 

2,569 

647 

24.99^ 

74.97^ 

Los  Angeles 

AA,A62 

11,110 

24.98 

74.94 

Santa  Rosa 

3,863 

840 

21.74 

65.22 

Oakland 

10,307 

2,202 

21.36 

64.08 

Stockton 

A,  992 

1,015 

20.33 

60.99 

Redding 

1,4A6 

290 

20.06 

60.18 

Woodland 

2,267 

417 

18.39 

55.17 

Fresno 

7,393 

1,303 

17.62 

52.86 

San  Jose 

6,058 

825 

13.62 

40.86 

Sacramento 

3,5i^5 

463 

13.06 

39.18 

San  Bernardino 

7,652 

842 

11.03 

33.09 

San  Diego 

5,920 

544 

9.19 

27.57 

Santa  Barbara 

2,555 

232 

9.08 

27.24 

San  Francisco 

1^,^15 

1,258 

8.73 

26.19 

Total 

117, ^6A 

21,988 

18.72^ 

\ 

56.16^ 

It  vill  be  noted  that  on  this  basis  the  actual  coverage  in  the  highest 


district  was  three  times  the  coverage  in  the  lowest  district.  This  suggests  a 
very  uneven  distribution  of  the  staff,  geographically,  from  the  standpoint  of 
work  load. 

In  determining  the  actual  extent  of  the  audit  coverage  with  respect  to 
close-outs,  the  problem  is  somewhat  different.  In  the  first  place,  the  period 
covered  by  the  audit  has  no  particxilar  significance  since  a  given  close-out  will 
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not  be  audited  again.  In  the  second  place,  there  are  tvo  other  forms  of  field 
contact  or  examinations  which  are  significant  in  connection  with  determining  the 
audit  coverage  of  close-outs  which  do  not  apply  to  active  accounts.  The  first  of 
these  is  the  so-called  "Close-Out  Check  Sheet  Audit",  which  consists  of  an  examin¬ 
ation  by  an  auditor  of  the  records  of  a  taxpayer  suf f icient . in  scope  to  satisfy 
the  auditor  that  no  additional  liability  exists  and  that  a  complete  audit  is  not 
warranted.  In  reality  it  is,  therefore,  the  equivalent  of  a  no  change  audit  of 
a  close-out.  The  second  is  the  "Field  Billing  Order".  This  is  not  an  audit  in 
the  sense  that  it  transfers  the  account  from  the  non-audited  to  the  audited 
status,  and,  therefore,  cannot  be  considered  as  the  equivalent  of  an  audit  for  an 
active  account,  but  it  does  mean  that  action  has  been  taken  to  collect  additional 
liability.  In  the  case  of  a  close-out,  it  is  often  the  only  action  taken.  In 
evaluating  the  audit  coverage  of  close-outs,  it  should,  therefore,  be  considered 
as  the  equivalent  of  an  audit  since  it  means  that  the  account  has  not  been  over¬ 
looked.  Table  21  shows  the  total  close-outs,  the  total .regular  audits,  check 
sheet  audits  and  field  billing  orders  made  with  respect  to  close-outs  and  the 
percent  of  the  close-outs  audited,  by  districts  for  the  fiscal  year  19^9“50. 

Field  billing  orders  which  apply  to  close-outs  have  been  estimated  to  be  in  the 
same  ratio  as  regular  audits  for  each  district. 
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TABLE  21  -  Audit  Coverage  of  Clo&e-outs,  in  Terms  of 
Accounts  Audited,  1949-50,  by  district 


District 

Accounts 
Closed  Out 

(D- 

Close-Out  Audits,  All  Classes 

Percent  of 
Close-outs 
Audited 

(5)^1) 

(6) 

Regular 

Audits 

(2) 

Check- sheet 
Audits 
(3) 

Field  Bill¬ 
ing  Orders 

(4) 

Total 

(2)to(4) 

(5) 

Los  Angeles 

35,682 

12,479 

8,339 

1,189 

22,007 

61.7^ 

Stoclrton 

3,265 

887 

553 

101 

1,541 

47»2 

San  Francisco 

7, 060 

1,566 

1,134 

35T 

3,077 

43.6 

Redding 

1,000 

215 

70 

92 

377 

37.7 

Santa  Barbara 

1,581 

350 

127 

104 

581 

36.8 

San  Diego 

4,714 

844 

334 

443 

1,621 

34.4 

San  Bernardino 

5,871 

1,173 

464 

225 

1,862 

31.2 

Marysville 

2,043 

246 

310 

6l4 

30.1 

San  Jose 

4,202 

T52 

321 

■15:75 

1,248 

29.7 

Woodland 

1,535 

349 

23 

■5,62 

434 

28.3 

Sacramento 

2,5^3 

481 

97 

(19 

657 

25.6 

Santa  Rosa 

2,655 

508 

57 

990 

655 

24.7 

Oakland 

6,356 

681 

734 

w8o 

1,495 

23.5 

Fresno 

6,189 

584 

387 

118 

1,089 

17.6 

Total 

^84,716 

-nw35 

12,950 

3,173 

37,258 

44.0^ 

From  the foregoing  it  can  be  seen  that  there  is  an  even  vid^r  varia¬ 
tion  between  districts  in  the  extent  of  the  audit  coverage  of  close-outs,  which 
in  this  case  is  the  same  as  the  percent  audited,  than  in  the  extent  of  audit 
coverage  -on  active  accounts.  The  coverage  in  Los  Angeles  is  over  three  times 
that  in  Fresno.  Furthermore,  only  two  districts  show  a  higher  coverage  than  the 
state  average.  These  two,  with  39 >947.  close-outs,  or  46.0  fsfe^dnt  of  the  total 
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show  23,5U8  close-out  audits  of  all  classes,  a  coverage  of  60.5  percent;  while 
the  remainder,  with  45, 769  close-outs  or  54.0  percent  of  the  total,  show  13,710 
close-out  a\idits,  a  coverage  of  30. 0  percent,  or  half  that  in  the  two  top  districts. 

The  most  accurate  method  for  estimating  the  extent  of  the  overall  audit 
coverage  in  terms  of  accounts  woxild  appear  to  be  to  combine  the  audit  coverage 
for  active  accounts  with  that  for  close-jouts.  Table  22  shows  this  coverage  for 
expressed  as  a  percent  of  total  audits  made  as  shown  in  Tables  20  and 
21  to  total  accounts  to  audit. 


TABLE  22  -  Combined  Audit  Coverage  1949"50, 
in  Terms  of  Accounts  Audited 


District 

One -third 
of  Active 
Accounts 

3  Years  Old 
(1) 

Close 

Outs 

(2) 

Total 

to 

Audit 

(1-^2) 

(3) 

Active 

Accounts 

Audited 

(4) 

Close- 

Out 

Audits 

All 

Classes 

C5) 

Total 

Audits 

i6) 

Percent 

Of  Accounts 
Audited 

(6f3) 

(7) 

Los  Angeles 

14,820 

35,682 

50,502 

.11,110 

■22,007 

33,117 

65.6^ 

Stockton 

1,664 

3,265 

4,929 

1,015 

1,541 

2,556 

51-9 

Redding 

482 

1,000 

1,482 

290 

377 

667 

45.0 

Marysville 

863 

2,043 

2,906 

647 

6l4 

1,261 

43.4 

Santa  Rosa 

1,268 

2,655 

3,943 

840 

655 

1,495 

37.9 

Oakland 

3,436 

6,356 

9,792 

2,202 

1,495 

3,697 

37o8 

Woodland 

756 

1,535 

2,291 

417 

434 

851 

37»2 

San  Francisco 

4,805 

7,060 

11,865 

1,258 

3,077 

4,335 

36.5 

Santa  Barbara 

852 

1,581 

2,433 

232 

581 

813 

33.4 

San  Jose 

2,019 

4,202 

6,221 

825 

1,248 

2,073 

33.3 

San  Diego 

1,973 

4,714 

6,687 

544 

1,621 

2,165 

32.4 

£1^  -Bernardino ' 

2,551 

5,871 

8,422 

842 

1,862 

2,704 

32.1 

Sacramento’ 

1,182 

2,563 

3,745 

463 

657 

1,120 

29.9 

Fresno 

2,4^ 

6,189 

8,653 

1,303 

1,089 

2,392 

27.6 

Total 

39,155 

84,716 

123,871 

21,988 

37,258 

59,246 

47.8^ 
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Here  again  the  tvo  highest  districts  vith  55^^31  accounts  to  audit  or 
44.7  percent  of  the  state  total  made  35^^73  audits,  a  coverage  of  64.4  percent, 
while  the  remainder,  with  68,440  accounts  to  audit  made  23,573  audits,  a  coverage 
of  3^*^  percent.  The  coverage  in  Fresno  was  only  42.1  percent  as  effective  as 
that  in  Los  Angeles;  that  in  San  Francisco,  the  second  largest  district  was  only 
55-6  percent  as  effective  as  that  in  Los  Angeles,  and  that  in  Oakland  the  third 
largest  district  57 percent  that  of  Los  Angeles. 

AUDIT  COVERAGE  IN  TERMS  OF  TAX  AUDITED 

The  total  quarterly  tax  paid  by  all  taxpayers  audited  d\irlng  1948-49 
was  $12, 999 350.  Typically  about  73  percent  of  the  transactions  included  in  these 
audits  took  place  during  the  fiscal  years  1946-47>  and  1947-48.  The  average  quar¬ 
terly  tax  reported  and  paid  (i.e.,  self -assessed)  by  all  taxpayers  during  the 
2  years  ended  June  30,  1948  was  $65,090,000.  The  ratio  of  tax  audited  to  tax 
paid  during  the  period  audited  as  closely  as  the  two  can  be  related  from  avail¬ 
able  data  was  accordingly  19*97  percent. 

The  average  quarterly  tax  paid  by  all  taxpayers  for  the  2  years  ended 
June  30^  19^8>  the  average  quarterly  tax  paid  by  all  taxpayers  audited  during 
1948-49  and  the  ratio  of  tax  audited  to  tax  paid  are  shown  in  Table  23  by  dis¬ 
tricts.  Tax  figures  are  in  thousands  of  dollars. 
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TABLE  23  -  Percent  of  Tax  Audited 
By  District;  Year  Ended  June  30,  19^9 


District 

Tax 

Paid 

(000  Omitted) 
(1) 

Tax 

Audited 
(000  Omitted) 
(2) 

Ratio 

2  to  1 

i 

(3) 

Marysville 

1,011 

303 

29.97 

Redding 

589 

iko 

23.77 

Santa  Rosa 

1,368 

32k 

23.68 

Sacramento 

1,752 

kio 

23.  ko 

Stockton 

2,36k 

5k9 

23.22 

Los  Angeles 

28,117 

6,119j. 

21.76 

Oakland 

5,868 

1,25T"-' 

21.05 

San  Diego 

3,048 

626 

20.5k 

Woodland 

976 

197 

20.18 

San  Bernardino 

3,087 

605 

19.60 

Santa  Barbara 

1,082 

192 

17.7k 

San  Jose 

2,800 

k79 

17.11 

Fresno 

3,83k 

567 

Ik.  79 

San  Francisco 

9,196 

1,253 

13.63 

Total 

65,090 

12,999 

19.97 

The  foregoing  indicates  that  the •extent  of  the  coverage  in  Marysville 
•was  over  twice  that  in  either  San  Francisco  or  Fresno  during  the  year  in  question. 
This  is  another  indication  of  the  uneven  distribution  of  the  staff  from  the  stand¬ 
point  of  work  load. 

If  data  were  available  the  audit  coverage  in  terms  tax  audited 
could  be  computed  separately  for  audits  of  active  accounts  and  close-outs  and 
for  the  two  combined,  as  was  done  for  audit  coverage  in  terms  of  accoimts  audited. 
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in  Tables  20,  21,  and  22,  and  the  audit  coverage  so  computed  would  be  more  sig¬ 
nificant  in  many  respects  than  that  shown  in  those  tables. 

In  order  to  compute  audit  coverage  in  terms  of  tax  audited  it  woiild  be 
necessary  to  know  not  only  the  total  tax  paid  by  all  taxpayers  but  also  that  paid 
by  all  active  accounts  audited,  that  paid  by  all  close-outs  audited,  and  the  aver¬ 
age  period  covered  by  each  type" of  audit,  which  data  are-not  available. 

In  computing. coverage ‘in  terms  of  tax  audited  approximate  adjustment 
would  be  desirable  to  compensate  for  change  in  tax  rates. 

IMPORTANCE  OF  MEASURING  AUDIT  COVERAGE' 

There  are  at  least  two  other  ways  in  which  audit  coverage  could  be 
measured.  These  are  in  terms  of  gross  transactions  and  in  terms  of  taxable  trans¬ 
actions,  either  of  which  might '  be  more -  significant  than  the  two  methods  discussed, 
although  no  data  are  available  with  which  to  measure  audit  coverage  by  either 
method . 

The  extent  of  the  audit  coverage,  by  whatever  method  measured,  and  a 
determination  of  what  the  coverage  should  be,  woiild  appear  to  be  fundamental  to 
any  overall  appraisal  of  the  audit  program,  both  by  the  agency  and  the  Legislature. 
The  lack  of  these  data  are  a  serious  limitation  in  connection  with  criteria  for 
the  guidance  of  the  department,  budget  authorities  and  the  Legislature  in  ap¬ 
praising  requests  for  additional  appropriations  for  audit  work. 
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CHAPTER  IV 


ANALYSIS  OF  AUDIT  RESULTS 

DEFICIENCIES  RECOMMENDED  BY  FIELD  AUDITORS 

In  the  published  reports  of  the  Board  of  Equalization  and  in  data  submit¬ 
ted  to  legislative  committees  relative  to  audit  recoveries  the  agency  has  used  the 
deficiencies  recommended  by  field  auditors  as  the  additional  revenue  resulting 
from  its  field  audit  program  and  has  related  this  to  the  so-called  audit  hours  in¬ 
volved. 

Tables  2k,  25,  and  26  which  follow  on  pages  61  ,  62  ,  and  63 

are  summaries  by  fiscal  years,  for  the  period  from  1943-^4  to  19^9“50,  inclusive, 
of  results  of  the  audit  program  compiled  on  this  basis. 

Table  2k  shows  number  of  audits,  audit  hours,  deficiencies  recommended, 
average  number  of  auditors  full  time,  and  average  deficiency  per  auditor  for  re¬ 
gular  audits,  classified  as  between  audits  made  in  California  and  audits  completed 
out-of-state,  while  Table  25  shows  comparable  data  for  special  audits  (field  bill¬ 
ing  orders)  and  Table  26  for  the  total  of  both  regular  and  special  audits. 

The  audit  hours  shown  in  Tables  2k,  25  and  26,  are  the  hours  spent  on 
the  particular  audits  completed  during  the  year  Indicated  prior  to  the  time  the 
initial  billing  was  made.  By  definition,  "audit  hPVtri"  Include  travel  time,  time 
consumed  in  completing  the  auditor's  report,  and  all  time  consumed  by  any  field 
man  who  does  any  field  work.  It  does  not  include  time  of  reviewers,  district  field 
or  office  supervisors  or  headquarters  staff,  or  time  of  field  men  doing  field  work 
subsequent  to  date  of  original  billing. 

The  average  number  of  auditors  full  time  is  computed  for  each  year  by 
dividing  total  audit  hours  by  1,800,  the  number  of  hours  worked  per  year  by  the 
average  state  employee. 
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TABLE  24 

DEFICIENCIES  RECOMMENDED  BY  FIELD  AUDITORS  ON  REGULAR  AUDITS, 
BY  FISCAL  YEARS,  1943-44  to  I949-5O 
(California  Audits,  Out-of -State  Audits  and  Total  Audits) 


Location 

and 

Fiscal  Year 

Number 

of 

Audits 

Audit 

Hours 

Deficiencies 

Recommended 

Average 

Number 

of 

Auditors 
Full  Time 

Average 

Deficiency 

Per 

Auditor 

California 

1943-44 

16,595 

340,884 

$2,643,631 

189.38 

$13,959 

1944-45 

1^,750 

318,168 

3,546,301 

176.76 

20,063 

1945-46 

13,825 

295,236 

2,761,966 

164.02 

16,839 

1946-4? 

li^,515 

322,200 

2,753,599 

179.00 

15,383 

1947-48 

23,285 

503,262 

4,218,092 

279.59 

15,087 

1,.  19^8^49 

40,603 

?84,98o 

7,175,891 

436.10 

16,455 

1949-50 

43,122 

835,470 

8,232,079 

464.15 

17.736 

Total 

166,695 

3,400,200 

$31,331,559 

269 . 86 

$16,586 

Out-of-state 

1943-44 

38 

1,098 

$91,887 

•61 

$150,635 

1944-45 

131 

5,652 

270,422 

3.14 

86,122 

1945-46 

162 

5,292 

290,018 

2.94 

98, 646 

1946-4? 

259 

10,206 

319,46? 

5.67 

56,344 

1947-48 

34? 

16,668 

688,787 

9.26 

74,383 

1948-49 

332 

15,984 

379,317 

8.88 

42:,  716 

1949-50 

502 

23,994 

638,436 

13.33 

47,895 

Total 

1,??1 

78,894 

$2,678,334 

6.26 

$61,107 

Total 

1943-44 

16,633 

341,982 

$2,735,518 

189.99 

$14,398 

1944-45 

14,881 

323,820 

3,816,723 

179.90 

21,216 

1945-46 

13,98? 

300,528 

3,051,984 

166.96 

18,280 

1946-4? 

14,??4 

332,406 

3,073,066 

184.6? 

l6,64l 

194?-48 

23,632 

519,930 

4,906,879 

288.85 

16,988 

1948-49 

40,935 

800,964 

7,555,208 

444.98 

16,979 

1949-50 

43,624 

859,464 

8,870,515 

477.48 

18,578 

Total 

168, 466 

3,479,094 

$34,009,893 

276 . 12 

$17,596 
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TABLE  25 

DEFICIENCIES  RECOMMENDED  BY  FIELD  AUDITORS  ON  SPECIAL  AUDITS 
BY  FISCAL  YEARS,  1943 TO  I949-5O 
(California  Audits, Out -of -State  Audits  and  Total  Audits) 


Location 

and 

Fiscal  Year 

Number 

of 

Audits 

Audit 

Hours 

Deficiencies 

Recommended 

Average 

Number 

of 

Auditors 
Full  Time 

Average 

Deficiency 

Per 

Auditor 

California 

1943-44 

4,407 

16,452 

$409,828 

9.14 

$44,839 

1944-45 

6,665 

24,318 

683,684 

13.51 

50,606 

1945-46 

9,120 

29,538 

803,027 

16. 4l 

48,935 

1946-47 

10,627 

32,670 

978,960 

18c15 

53,937 

1947-48 

12,206 

41,130 

957,059 

22.85 

41,884 

1948-49 

6,583 

13,320 

362,051 

7.4o 

48,926 

1949-50 

6,436 

’10,260 

397,762 

5.70 

69,783 

Total 

56,044 

167,688 

$4,592,371 

13.31 

$49,296 

Out-of-state 

1943- 44 

1944- 45 

1 

4 

54 

$593 

6,602 

.03 

4220, o4o 

1945-46 

5 

72 

106,936 

.04 

2,673,404 

1946-47 

17 

396 

10,531 

.22 

47,868 

1947-48 

15 

396 

37,353 

.22 

169,786 

1948-49 

103 

450 

38,315 

.25 

153,260 

1949-50 

2,047 

630 

490,674 

.35 

140.193 

Total 

2,192 

1,998 

$691,004 

.16 

$622,526 

Total 

1943-44 

4,408 

16,452 

$410,421 

9.14 

$44,904 

1944.45 

6,669 

24,372 

690,286 

13.54 

50,981 

1945.46 

9,125 

29,610 

909,963 

16.45 

55,317 

1946-47 

10,644 

33,066 

989,491 

18.37 

53,865 

1947-48 

12,221 

6,686 

41,526 

994,412 

23.07 

43,104 

1948-49 

13,770 

400,366 

7.65 

52,335 

1949-50 

8,483 

10,890 

888,436 

6.05 

146.849 

Total 

58,236 

169 , 686 

$5,283,375 

13.47 

$56,045 
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TABLE  26 

DEFICIENCIES  RECOMMENDED  BY  FIELD  AUDITORS  ON  REGULAR  AND  SPECIAL  AUDITS 

BY  FISCAL  YEARS,  1943-4A  to  I949-5O 
(California  Audits,  Out-of -State  Audits  and  Total  Audits) 


Location 

and 

Fiscal  Year 

Number 

of 

Audits 

Audit 

-xHours 

Deficiencies 

Recommended 

Average 

Number 

of 

Auditors 
Full  Time 

Average 

Deficiency 

Per 

Auditor 

California 

19^3-^^ 

21,002 

21,415 

357,336 

$3,053,459 

198,52 

$15,381 

I9UH-45 

342,486 

4,229,985 

190.27 

22,231 

19h5-h6 

22, 9k^ 

324,774 

3,564,993 

180.43 

19,758 

191+6-47 

25,1^2 

354,870 

3,732,559 

197.15 

18,933 

1947-1+8 

35A91 

544,392 

5,175,151 

302,44 

17,111 

1948-49 

47,186 

798,300 

7,537,942 

443.50 

16,996 

1949-50 

'*9,558 

845,730 

8,629,841 

469.85 

18,367 

Total 

222,739 

3,567,888 

$35,923,930 

283.17 

$18,124 

Out-of-state 

19^3-^^ 

39 

1,098 

$92,480 

.61 

$151,607 

1944-45 

135 

5,706 

277,024 

3.17 

87,389 

1945-46 

167 

5,364 

396,954 

2.98 

133,206 

1946-4? 

276 

10,602 

329,998 

5.89 

50,027 

1947-48 

362 

17,064 

726,140 

9.48 

76,597 

1948-49 

435 

16,434 

417,632 

9.13 

45,743 

1949-50 

2,549 

24,624 

1,129,110 

13.68 

82.538 

Total 

3,963 

80,892 

$3,369,338 

6.42 

$74,974 

Total 

1943-44 

21,04l 

358,434 

$3,145,939 

199.13 

$15,798 

1944-45 

21,550 

348,192 

4,507,009 

193.44 

23,299 

1945-46 

23,112 

330,138 

3,961,947 

183.41 

21,602 

1946-4? 

25,418 

365,472 

4,062,557 

203.04 

20,009 

1947-48 

35,853 

561,456 

5,901,291 

311.92 

18,919 

1948-49 

47,621 

814,734 

7,955,574 

452.63 

17,576 

1949-50 

,  52,107 

870,354 

9,758,951 

483.53 

20,183 

Total 

226,702 

3,648,780 

$39,293,268 

289.59 

$19,384 
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The  "profit  ratio  of  more  than  five  to  one"  used  by  the  Board  of  Equali¬ 
zation,  statements  of  which  are  quoted  in  the  Preface  to  this  report,  appears  to  have 
been  based  upon  the  average  deficiency  per  year  per  auditor  as  recommended  by  the 
auditors  ($19^000),  and  on  the  average  salary  per  auditor  at  the  time  the  statements 
were  made  ($3^000).  Tables  24,  25  and  26  have  shown  by  years,  deficiencies  as  recom¬ 
mended  by  the  auditors  for  regular  audits,  for  special  audits  and  for  both  regxilar 
and  special  audits.  The  latter  averaged  $19,38^  in  deficiencies  recommended  per 
auditor  for  a  seven-year  period  ending  June  30,  1950. 

There  are  several  reasons  why  the  profit  ratio  quoted  above  is  a  serious¬ 
ly  misleading  interpretation  of  the  audit  restilts.  Elements  of  cost  are  discussed 
in  some  detail  in  the  next  chapter  on  COSTS  OF  THE  AUDIT  PROGRAM.  With  reference 
to  revenue  recovery,  however,  the  use  of  gross  deficiencies  recommended,  as  shown 
in  Tables  24,  25  and  26,  as  the  meas\xre  of  pick-up  results  in  an  overstatement  by 
failure  to  take  into  consideration  subsequent  reductions. 
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AMOUNTS  COLLECTIBLE 


The  best  measure  of  the  revenue  produced  by  the  audit  program  would  be 
actual  collections  as  the  result  of  field  audit  assessments,  but  such  figures  are 
not  available.  In  the  absence  of  such  figures,  amounts  collectible  -that  is,  net 
amounts  billed  after  all  adjustments  resulting  from  headquarters  review  or  peti¬ 
tions  for  redetermination  have  been  made,  is  the  most  accurate  figure  to  use. 

This  can  be  computed  by  deducting  from  the  amounts  recommended  by 
field  auditors,  on  those  audit  reports  processed  in  headquarters  office  during 
the  period,  the  amounts  cancelled  before  billing  and  those  cancelled  as  the  re¬ 
sult  of  petitions  for  re determination.  These  data  are  shown  in  Table  27,  which 
follows  on  page  66  ,  by  fiscal  years  for  the  seven  years  ended  June  30,  1950 
for  all  regular  audita,  California  audits  and  out-of-state  audits.  It  should  be 
noted  that  the  amounts  recommended  on  field  audits  processed  during  the  period, 
Table  27,  Column  1,  are  not  the  same  as  the  deficiencies  recommended  by  field 
auditors  on  regxilar  audits  shown  in  Table  24.  This  is  due  to  the  lag  between 
receipt  of  the  audits  in  headquarters  and  the  issuance  of  the  billing. 

No  data  comparable  to  that  shown  in  Table  27  are  available  for  the 
"special  audits"  shown  in  Table  25. 
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TABLE  27 

AMOUNTS  COLLECTIBLE  FROM  REGULAR  FIELD  AUDITS  PROCESSED  IN 
HEADQUARTERS  OFFICE,  BY  FISCAL  YEARS,  SEVEN  YEARS  ENDED  JUNE  30,  1950 
(California  Audits,  Out-of -State  Audits  and  Total  Audits) 


Location 

and 

Fiscal  Year 

Recommended 

on 

Field  Audits 
Processed 
(1) 

Cancelled 

Net 

Collectible 

(1-2-3) 

(4) 

Percent 

Collectible 

(4n) 

(5) 

Before 

Billing 

(2) 

On  Petition 

(33) 

California 

1943.44 

$3^51,250 

$434,021 

$260,624 

$2,756,605 

79.87^ 

1944-45 

3,i^91,357 

161,455 

467,436 

2,862,466 

81.99 

1945-46 

2,744,410 

1,869 

294,829 

2,447,712 

89.19 

1946-47 

2,731,5^2 

64,376 

813,697 

1,853,469 

67.85 

1947-48 

3,908,757 

18,226 

307,868 

3,582,663 

91.66 

1948-49 

7,034,630 

199,789 

778,617 

6,056,224 

86.09 

1949-50 

S.pa.eita 

95.667 

733,306 

7,503,869 

90.05 

Total 

$31,694,788 

$975,403 

$3,656,377 

$27,063,008 

85.391f> 

Out-of-state 

1943-44 

$100,503 

$346 

$36,273 

$63,884 

63.56^ 

1944-45 

241,597 

4,696 

26,999 

219,294 

90.77 

1945-46 

288,331 

2,366 

15,345 

270,620 

93.86 

1946-47 

298,615 

18,290 

39,294 

241,031 

80.72 

1947-48 

445,210 

52,504 

135,490 

257,216 

57.77 

1948-49 

372,421 

8,694 

2,392 

361,335 

97.02 

1949-50 

602.770 

38,766 

116,449 

447,555 

74.25 

Total 

$2,349,447 

$116,270 

$372,242 

$1,860^935 

79.21^ 

Total 

1943-44 

$3,551,753 

$434,367 

$296,897 

$2,820,489 

79.41^ 

1944-45 

3,732,954 

156,759 

494,435 

3,081,760 

82.56 

1945-46 

3,032,741 

4,235 

310,174 

2,718,332 

89.63 

1946-47 

3,030,157 

82,666 

852,991 

2,094,500 

69.12 

1947-48 

4,353,967 

70,730 

443,358 

3,839,879 

88.19 

1948-49 

7,407,051 

208,483 

781,009 

6,417,559 

86.64 

1949-50 

8,935,612 

134,433 

849,755 

7.951,424 

88.99 

Total 

$34,044,235 

$1,091,673 

$4,028,619 

$28,923,943 

84.96^ 

^  ’  J  • .  '  /I  u  .1. 
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Table  26,  which  follows  on  page  68  ,  shows  deficiencies  collectible 
per  audit  hour  on  regular  audits  by  districts  for  the  seven  fj^ar  period  ended 
June  30,  1950*  These  are  estimated  by  using  the  gross  deficiencies  recommended 
by  field  auditors  on  audit  reports  completed  during  the  period,  as  shown  in 
Table  2h,  and  applying  the  percentage  made  final.  This  is  developed  for  each 
district  in  the  same  manner  as  that  developed  for  all  audits  as  shown  in  Table 
27.  Table  28  indicates  that  the  audit  program  was  over  twice  as  productive  of 
additional  revenue  per  audit  hour  in  Los  Angeles  and  Stockton  as  it  was  in  Wood¬ 
land,  and  that  in  only  five  of  the  districts  did  the  deficiency  collectible  per 
audit  hour  exceed  the  state  average.  It  should  be  noted  that  total  deficiencies 
collectible  shown  in  Table  28,  Column  U,  is  different  from  from  that  shown  for 
California  audits  in  Table  27,  column  k,  since  in  Table  28  the  percent  collectible 
was  applied  to  deficiencies  on  audits  received  at  headquarters,  whereas  in  Table 
27  the  computation  was  based  on  audits  processed  in  headquarters. 
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TABLE  28 

DEFICIENCrES  COLLECTIBLE  PEE  AUDIT  HOUR 
ON  REGULAR  FIELD  AUDITS,  BY  DISTRICTS,  7  YEARS  ENDED  6/30/5O 


District 

Audit 

Hours 

(1) 

Deficiencies 
Recommended  on 
Audits  Completed 
(2) 

Percent 

Collectible 

(3)  .. 

Deficiencies 
Collectible 
(2  X  3) 

(4) 

Collectible 
Per  Audit 
Hour 
(5)  . 

Los  Angeles 

i,i92,kke 

$13,136,656 

84.19^ 

$11,059,751 

$9.27 

Stockton 

149,220 

1,380,449 

97-75 

1,349,389 

9.05 

San  Diego 

159,480 

1,912,742 

71.38 

1,365,315 

8.56 

San  Francisco 

505,350 

5,091,078 

82.62 

4,206,249 

8.32 

Oakland 

333,090 

3,281,222 

82.96 

2,722,102 

8.17 

Fresno 

137,646 

1,098,654 

95.35 

1,047,567 

7.61 

Santa  Barbara 

62,856 

516,604 

80.80 

417, 4l6 

6.64 

Eedding 

51,732 

358,709 

94.94 

340,558 

6.58 

Marysville 

79,97^ 

558,584 

90.70 

506,636 

6.34 

San  Bernardino 

199,170 

1,184,022 

92.32 

1,093,089 

5.49 

San  Jose 

203,976 

1,147,488 

92.81 

1,064,984 

5.22 

Santa  Rosa 

148,932 

781, 3^ 

97.62 

762,752 

5.12 

Sacramento 

130,824 

674,137 

93.38 

629,509 

4.81 

Woodlands/ 

45,504 

209,866 

95.81 

201,073 

4.42 

Total 

3,400,200 

$31,331,559 

85.39?^ 

$26,766,390 

$7.87 

a/  Woodland  District  created  In  1947-48  out  of  territory  foriierly  Included  In 
Sacramento,  Santa  Rosa  and  Marysville  districts. 
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ANALYSIS  OF  SALES  TAX  REVENUE  ACCOUNT 

Table  29  presents  an  analysis  of  the  totals  in  the  revenue  account, 
"taxes  aasessed  by  the  Board"  as  they  appear  in  the  Hoard's  general  accounting 
records. 


TABLE  29  -  Analysis  of  Sales  Tax  Revenue  Account, 
7  Years  Ended  June  30^  1950 


Fiscal 

iYear 

Self 

Assessed 

Office 

Audits 

Special  ' 
Audits 

.  Regular 
'  Field 
^  Audits 

Total 

I9k3-4U 

$  2,674,338 

$  116,544 

NA 

$  3,183,816 

$  5,974,698 

1944.45 

2,625,692 

71,253 

NA 

3,169,993 

5,866,938 

1945-46 

4,197,093 

220,593 

NA 

3,148,862 

7,566,548 

1946-47 

6,819,098 

378,093 

NA 

1,284,951 

8,482,142 

1947-48 

2,060,654 

758,934 

$  431,610* 

4,409,986 

7,661,184 

1948-49 

2,317,145 

153,866 

502,169 

6,340,955 

9,314,135 

1949-50 

2,482,122 

399,346 

760,795 

7,741,317 

'.11,383,580 

Total 

$23,176,142 

$2,098,629 

$1,694,574 

$29,279,880 

$56,249,225 

♦Six  months  only,  starting  January  1,  19^8«  Special  audits 
are  included  with  regular  audits  prior  to  that  date. 

The  detail  in  Table  29  is  based  on  an  analysis  of  the  actual  posting 


documents.  The  amounts  shown  as-  "self  assessed"  represent  advance  payments  re¬ 
corded  on  the  records  by  means  of  a  billing  document  and  do  not  represent  audit 
deficiencies.  The  amounts  shown  vinder  "office  audits"  are  those  resulting  from 
desk  audits  of  tax  returns  in  headquarters. 

Since  postings  to  the  revenue  accoxint  are  net  of  all  cancellations  or 
adjustments,  the  total  for  regular  and  special  audits  should  be  the  most  reliable 
figure  obtainable  for  net  deficiencies  collectible  from  field  audits  of  all  kinds. 
It  has  been  impossible  to  use  figures  from  the  revenue  account,  however,  for  any 
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detailed  studies  since  they  are  not  segregated  by  districts  and,  except  for  the  last 
two  fiscal  years,  there  is  no  segregation  as  between  revenue  from  regular  and  special 


audits . 

Table  30  shows  the  difference  between  deficiencies  collectible  from  all  types 
of  audits  (computed  by  applying  the  percentages  developed  in  Table  27  to  total  defi¬ 
ciencies  recommended)  and  the  corresponding  figure  in  the  revenue  accoiuit. 

TABLE  30  -  Estimated  Deficiencies  Collectible  from  Field  Audits 
Compared  with  Net  Revenues  from  Field  Audits  as  Shown  by  the 
Sales  Tax  Revenue  Accoxmt  by  Fiscal  Years,  7  Years  ended 

June  30,  1950 


Fiscal 

Year 

Deficiencies 
Recommended 
From  Field 
Audits 
(1) 

Percent 

Collectible 

(2) 

Estimated 
Deficiencies 
Collectible 
(1  X  2) 

(3) 

Revenue 

From  Field 
Audits  per 
Revenue  Account 

(4) 

Excess 
Col, 3  over 
Col.  4 
(5) 

1943-44 

$  3>i45>939 

79.41^ 

$  2,498,190 

$  3,183,816 

$-  685,626 

1944-45 

4, 507 >009 

82.56 

3,720,987 

3,169,993 

550,994 

1945-46 

3,961,947 

89.63 

3,551,093 

3,148,862 

402,231 

1946-47 

4,062,557 

69.12 

2,808,039 

1,284,951 

1,523,088 

1947-48 

5,901,291 

88,19 

5,204,349 

4,841,596 

362,753 

1948-49 

7>955,574 

86.64 

6,892,709 

6,843,124 

49,585 

1949-50 

9,758,951 

88,99 

8,684,490 

8,502,112 

182,378 

• 

Total 

$39,293,268 

84.96^ 

$33,359,857 

$30,974,454 

$2,385,403 

It  will  be  noted  that  the  estimated  amount  collectible  of  $33 >359 >857 
as  shown  in  column  3  of  Table  30  exceeds  the  corresponding  revenue  shown  in  column 
4  by  $2,385,4-03  over  the  seven  year  period.  This  could  mftan  that  there  is  an  over¬ 
statement  of  revenues  in  all  of  our  studies  of  as  much  as  7*7  percent  by  reason  of 
our  using  the  higher  figixreso  It  could  also  mean  that  the  agencies  use  of  defi¬ 
ciencies  recommended  instead  of  actual  revenues  has  resulted  in  an  over- statement 
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of  $8,318,814,  or  26,9  percent,  and  that  actual  net  reyenue  from  field  audits,  dis¬ 
regarding  collection  losses,  has  "been  only  about  78 •  83  percent  of  deficiencies  re- 
eoaunended  instead  of  the  84 #98  percent  we  have  assumed  it  to  he  for  purposes  of  our 
studies^ 

The  only  detailed  analysis  which  the  agency  has  maintained  of  its  audit 
results  is  based  on  amounts  recommended  by  field  auditors  rather  than  on  net  bill¬ 
ings  as  reflected  in  the  revenue  account,  which  is 'much  the  more  significant  figure. 
The  data  in  Table  2?  ireHalte^  recommended  deficiencies  to  net  billings,  for  regular 
field  audits  only,  as  closely  as  they  can  be  related  from  any  existing  data.  The 
impropriety  of  using  recommendations  instead  of  net  billings  as  the  measure  of  the 
results  of  the  field  audit  program  is  most  apparent  for  1946-47,  where  net  billings 
amounted  to  only  67.85  percent  of  recoxomendations  for  California  audits. 


ANALYSIS  BY  INDUSTEY. 

Table  31j>  which  follows  on  page  73  shows  number  of  audits,  audit  hours, 
deficiencies  recommended  and  deficiencies  per  audit  hour,  for  regular  California 
audits  completed  during  1948-49,  by  class  of  business.  It  also  shows  number  of 
retail  outlets  at  December  31,1948  (colximn  3)>  and  ratio  of  audits  to  retail  out¬ 
lets  (column  4).  It  should  be  noted  that,  strictly  speaking,  the  percentages  shown 
in  column  4  do  not  represent  either  percentage  of  taxpayers  audited  by  class  of  busi' 
ness  or  percentage  of  retail  outlets  audited  by  class  of  business,  since  audits  are 
made  of  taxpayers,  not  retail  outlets,  and  a  single  taxpayer  may  have  a  number  of 
retail  outlets.  The  276,288  retail  outlets  at  December  31,1948^  represented  255,220 
taxpayers,  an  average  of  I.08  retail  outlets  per  taxpayer. 

Table  31  shows  a  wide  variation  in  the  deficiency  per  audit  hour  by  class 
of  business  and  also  in  the  ratios  of  audits  to  retail  outlets,  column  4.  X :  .m;!. 
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In  the  table  business  classifications,  as  used  by  the  Sales  Tax  Division,  are 
arrayed  from  lowest  to  highest  in  amount  of  an  audit  recovery  or  deficiency  per 
audit  hour.  Deficiencies  recommended  are  also  shown  by  separate  industry  class! 
fication  and  cumulatively.  It  will  be  noted  that  on  this  basis  approximately 
half  the  audit  ho\irs  (395^928)  in  the  least  productive  groups  by  Industry  class 
resulted  in  only  35*8  percent  of  the  total  deficiencies.  Conversely,  the  half 
of  the  audit  time  spent  on  the  "more  productive  classifications  restilted  in  64.2 
percent  of  the  total  deficiencies. 
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AUDITS  COMPLETED  BY  CLASS  OF  BUSINESS,  1948-49 
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TABLE  31  (Cont.) 

AUDITS  COMPLETED  BY  CLASS  OF  BUSIKESS,  1948-49 
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ANALYSIS  BY  SIZE  OF  TAX  PAYMENT 


The  agency  has  analyzed  its  regular  field  audits  by  size  of  tax  payment, 
that  is,  by  size  of  average  quarterly  tax  reported  on  returns.  This  form  of  analysis 
is  available  only  for  the  past  two  years  and  shows  number  of  audits,  audit  hours  and 
average  deficiency  per  audit  hour.  These  data  are  summarized  in  Table  32,  which  fol¬ 
lows  page  76  ,  for  the  two  years  ended  June  30»  1950,  for  regular  field  audits 

completed  in  California. 

The  first  group  shown,  designated  ”no  returns  filed",  represents  tax¬ 
payers  subject  to  the  tax  who  should  have  filed  returns  and  paid  tax  but  who  have 
failed  to  do  so,  and  as  a  consequence  the  audit  "pick  up"  shown  for  this  group  in¬ 
cludes  all  tax  which  should  have  been  reported,  in  contrast  to  that  for  the  other 
groups  shown  where  the  "audit  pick  up"  is  only  the  excess  not  previously  reported. 
This  accounts  for  the  very  high  deficiency  per  audit  hour  shown  for  this  group. 

It  is  interesting  to  note  from  the  cumulative  percentages  shown  in 
Table  32  that  l.^i-  percent  of  the  audits  produce  13.3  percent  of  the  total  defi¬ 
ciencies,  6.2  percent  produce  30*^  percent,  15»3  percent  produce  h2.9  percent, 
while  over  half  the  total  deficiencies,  or  ^k.6  percent  are  produced  by  27*3  per¬ 
cent  of  the  audits.  The  remaining  45.^  percent  are  produced  by  62.7  percent  of 
the  audits.  This  appears  to  be  an  indication  that,  in  general,  a  reduction  in 
the  number  of  audits,  with  a  greater  degree  of  selectivity  would  not  result  in  a 
proportionate  decrease  in  revenue. 

The  table  also  indicates  that,  in  general,  the  larger  the  tax  payment 
of  the  taxpayer  audited,  the  higher  the  pick  up  per  audit  hour.  The  apparent 
exception  is  the  group  paying  less  than  $10.00  per  quarter,  which  shows  a  higher 
average  deficiency  per  hour  than  any  except  the  first  two  groups.  One  reason  for 
this  may  be  that  this  group  includes  a  number  of  fairly  large  businesses  which 
report  small  amounts  of  tax  because  most  of  their  transactions  are  exempt. 
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TABLE  32 

DEFICIENCIES  HECOMMENDED  ON  REGULAR  CALIFORNIA  FIELD  AUDITS 
BY  SIZE  dF  TAX  PAYMENT,  TWO  YEARS  ENDED  6/30/5O 
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Examples  of  these  are  wholesalers  doing  a  very  small  amotint  of  retail  business,  or 
grocery  stores  selling  chiefly  exempt  foodstuffs. 

One  fundamental  defect  with  this  analysis  is  that  in  certain  kinds  of 
businesses  the  size  of  the  tax  payment  bears  little  relationship  to  the  actual 
size  of  the  business.  An  analysis  by  size  of  gross  business  or  by  size  of  exempt 
transactions  would  be  much  more  significant  but  neither  is  possible  from  any  ex¬ 
isting  data. 

ANALYSIS  BY  ACTIVE  AND  CLOSE-OUT 

Data  compiled  by  the  agency  for  regular  audits  indicates  that  for  the 
three  years  ended  June  30^  1950  the  average  deficiency  recommended  per  audit  hour 
on  audits  of  active  accounts  was  $9*^0,  while  that  for  audits  of  close  outs  was 
$9*00,  an  indication  that  there  is  no  significant  difference  between  the  two  from 
the  revenue  producing  standpoint. 

During  this  period  audits  of  active  accounts  accounted  for  50.3  percent 
of  total  audits,  6l.l  percent  of  total  audit  hours  and  62.1  percent  of  total  defi¬ 
ciencies  recommended  while  audit  of  close  outs  represented  the  remainder  or  49*7 
percent  of  total  audits,  38*9  percent  of  total  audit  hours,  and  39*9  percent  of 
total  deficiencies  recommended. 

BY  SIZE  OF  DEFICIENCY  PER  AUDIT  HOUR,  19^8- A9 

The  Board  maintains  a  punched  card  record  on  each  regular  audit.  This 
shows  the  amount  of  the  deficiency  as  recommended,  the  amount  of  the  deficiency 
as  levied,  and  the  number  of  audit  hours.  A  set  of  these  cards  covering  audits 
completed  during  19^8-49  in  California  (l.e.,  audit  reports  forwarded  to  head¬ 
quarters  office  during  that  period)  was  reproduced  and  the  amount  of  the  deficiency 
as  levied  per  hour  punched  thereon.  It  is  from  these  cards  that  all  data  for  the 
detailed  analysis  of  audit  program  results  for  1948-49,  which  follows,  have  been 
obtained. 
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Table  33  vhich  follows  on  page  79  >  shows  regular  audits  completed  in 
California  during  19^8-49  by  size  of  deficiency  per  audit  hour.  The  reason  for  the 
particular  groupings  used  for  those  audits  resulting  in  tax  deficiencies  is  that 
they  are  most  useful  for  purposes  of  cost  comparisons  as  will  be  discussed  later; 
$6.06,  for  example,  being  the  average  cost  per  audit  hour  for  all  regular  audits 
completed  in  California  during  that  year. 

The  audit  reports  Involved  represent  the  same  group  shown  in  Table  2h 
for  the  corresponding  period. 

The  reason  for  slight  differences  between  number  of  audits  shown  in  Table 
33  and  those  shown  in  Table  24  is  that  in  Table  33  the  number  is  based  on  a  card 
count,  and  in  a  few  cases  there  were  more  than  one  card  for  each  audit.  It  was 
not  considered  necessary  to  reconcile  these  differences  for  purposes  of  this  study. 

The  reason  for  the  corresponding  differences  in  audit  hours  is  that 
fractional  hours  were  treated  as  whole  hours  on  the  punched  cards.  Here  again 
the  difference  is  not  significant. 

The  difference  between  the  amounts  shown  in  Table  33  and  Table  2k  results 
from  using  amounts  as  levied  rather  than  as  recommended,  the  latter  Including 
amounts  deleted  before  billing  is  made. 

One  significant  fact  disclosed  by  a  study  of  Table  33  is  the  very  high 
percentage  of  audit  time  spent  on  non-profitable  audits.  For  example,  73*4  per¬ 
cent  of  total  audits,  representing  64.0  percent  of  audit  time  accounted  for  only 
10.3  percent  of  total  deficiencies.  These  are  the  groups  which  Include  refunds, 
no  change  and  deficiencies  of  $6.06  per  audit  hour  or  less,  no  single  audit  in 
which  produced  more  than  its  cost. 

Another  significant  fact,  the  converse  of  that  above,  is  the  very  high 
percentage  of  the  total  deficiencies,  resulting  from  a  very  few  audits,  namely 
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TABI£  33 

Begular  California  Audits  By  Size  of  Deficiency  Per  Audit  Hour 

1948-49 
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those  where  the  deficiency  was  $61.3^  per  audit  hour  or  more.  These  represent  1.4 
percent  of  total  audits,  I.9  percent  of  the  audit  time  and  yet  account  for  25.9  per¬ 
cent  of  total  deficiencies. 

During  1948-49  the  ratio  of  amounts  collectible  to  amo\mts  billed  for  re¬ 
gular  California  audit  was  88.59  percent.  In  Table  34^  which  follows  on  page  8l 
the  deficiencies  as  levied  of  $7,121>486  have  been  reduced  by  this  percentage  for 
each  grouping  to  convert  them  to  amoimts  collectible  and  amounts  collectible  so 
computed  related  to  audit  hours  on  a  cumulative  basis.  It  also  shows  the  deficiency 
per  audit  hour  in  column  7  for  each  group  separately  and  in  column  8  for  each  group 
on  a  cumulative  basis. 

It  is  believed  that  the  data  in  this  table  aire  in  many  respects  the  most 
significant  contained  in  this  entire  report  and  the  most  useful  as  a  starting  point 
for  an  over-all  evaluation  of  the  field  audit  program  in  terms  of  actual  costs. 

Table  34,  which  follows  on  page  8l  ,  indicates  that  64  percent  of  the 
audit  time  was  spent  on  audits  which  produced  in  the  aggregate  only  $1.30  per  audit 
hour.  This  is  79  percent  of  the  hourly  rate  of  pay  for  a  Grade  1  Auditor  at  the 
minimum  salary  of  $1.67  per  hour,  and  55  percent  of  the  hourly  rate  of  pay  of  a 
Grade  2  Auditor  at  the  maximum  $2.35  per  hour. 

Our  cost  studies  Indicate  that  for  1948-49  the  cost  per  audit  hour. was 
$3 "94  if  we  consider  only  65. 1  percent  of  the  total  available  field  audit  time  as 
part  of  audit  program  costs.  This  percent  is  the  ratio  of  total  audit  hours 
(786,844)  to  total  available  working  hours  of  all  field  auditors  (l,208,56l). 

The  cost  per  audit  hour  was  $6.06  if  we  consider  all  available  time  of  field  audi¬ 
tors  as  part  of  audit  program  costs.  This  leads  to  the  conclusion  that  90.2  per¬ 
cent  of  the  audit  time  was  spent  on  audits  which,  in  the  aggregate,  yielded  an 
average  of  $3 •94  per  hour,  or  only  what  might  be  termed  the  direct  cost,  while 
98.1  percent  of  the  time  was  spent  on  audits  which  yielded  in  the  aggregate  an 
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TABLE  3k 

Regular  California  Audits  -  Deficiencies  Collectible 
Per  Audit  Hour  By  Size  Of  Deficiency  Per  Audit  Hour 
_ 1948-49 _ 
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avera^of  $6.06  per  hour,  or  the  total  cost. 


Divided  on  the  basis  of  recoveries  per  audit  hour,  audits  which  produced 
more  than  $21.67  per  hour  were  the  audits  which  yielded  the  revenue  in  excess  of 
direct  costs  while  audits  which  produced  more  thpn  $61.33  per  ho\ir  produced  revenue 
in  excess  of  the  total  costs,  direct  and  indirect. 

Total  audit  costs  are  estimated  at  $4,677^615.  On  the  same  basis  of  a 
division  by  amount  of  recovery  per  audit  hour  it  will  be  seen  from  Table  3^  that  it 
required  98*1  percent  of  the  audit  time  to  produce  revenue  equivalent  to  the  total 
cost.  By  the  same  token,  1.9  percent  of  the  audit  time,  representing  1.4  percent 
of  the  total  audits,  produced  revenue  of  $1,631,428,  or  25*9  percent  of  total  re¬ 
coveries.  Thus,  the  ultimate  in  audit  selectivity,  if  it  were  possible,  wo\ild  be 
the  selection  of  accoxmts  which  would  produce  at  least  $61.34  per  audit  hour, 
making  possible  a  savings  of  $4,677^805  at  no  net  loss  to  the  State. 

It  is  not,  of  course,  possible  to  select  accounts  for  audit  with  any 
such  high  degree  of  accuracy  and  it  is  recognized  that  a  certain  amount  of  non¬ 
productive  auditing  may  be  Justified  on  grounds  other  than  direct  deficiency 
assessed.  Nevertheless,  it  is  believed  that  $4,700,000  is  far  too  high  an  ad¬ 
ministrative  cost  to  pay  for  non-productive  auditing. 

By  District 

Table  35^  which  follows  on  page  83,  shows  ntunber  of  audits,  number  of 
audit  hours,  and  amount  of  deficiencies  as  levied  by  districts  for  1948-49, 
classified  by  type  of  audit,  i.e.,  reftinds,  no  change  and  deficiencies.  Audits 
recommending  deficiencies  are  shown  in  two  groups,  those  where  the  deficiency 
per  hour  was  less  than  the  district  \init  cost  per  audit  hour,  and  those  where  the 
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TABLE  35 

BEGULAE  AUDITS  BY  DISTRICT  AND  CLASS,  1948-49 


Deflcieneles 

Refunds 

No  Change 

Small  (a) 

Large  (b) 

District 

Number 

Number 

Number 

Humber 

Total 

AUDITS 

Los  Angeles 

1,135 

5.0 

7,157 

31.5 

8,094 

35.7 

6,317 

27.8 

22,  703 

San  Francisco 

66 

2.3 

452 

16.1 

1,363 

48,4 

93^ 

33.2 

2,815 

Oakland 

74 

3.1 

629 

26.7 

1,038 

44.0 

617 

26.2 

2,358 

Fresno 

76 

5.7 

353 

26.5 

629 

47.2 

275 

20.6 

1,333 

San  Bernardino 

81 

3.7 

532 

24.3 

1,169 

53.5 

4o4 

18.5 

2,186 

San  Diego 

20 

2.4 

167 

19.6 

35^ 

41.6 

310 

36.4 

851 

San  Jose 

62 

4.2 

360 

24.2 

718 

48,2 

348 

23.4 

1,488 

Sacramento 

36 

2.9 

515 

41.4 

486 

39.1 

206 

16,6 

1,243 

Santa  Rosa 

37 

2.5 

551 

37.7 

503 

34.4 

371 

25.4 

1,462 

Stockton 

4o 

2.2 

5^9 

30.3 

608 

33.5 

616 

34,0 

1,813 

Santa  Barbara 

23 

^.5 

99 

19.2 

278 

54.0 

115 

22.3 

515 

Mflrysville  '' 

10 

1.3 

330 

■41.6 

270 

34.0 

183 

23.1 

793 

Bedding 

28 

5.6 

106 

21.2 

268 

53.7 

97 

19.5 

499 

Woodland 

4l 

6.1 

245 

36.3 

264 

39o2 

124 

18.4 

674 

Total 

1, 729 

4.2 

12,045 

29.6 

16, 042 

3^.4 

10,917 

26.8 

40,733 

AUDIT  HOURS 

Los  Angeles 

14,607 

4.4 

59,954- 

18.1 

125,388 

37.8 

"131,891 

39  =  7 

'  331,840 

San  Francisco 

2,679 

2.8 

7,241 

7.6 

48,351 

50.7 

37,020 

38.9 

95,321 

Oakland 

2,461 

3.^ 

9,062 

12.6 

34, 184 

^7.3 

26, 520 

36.7 

72, 227 

Fresno 

1,410 

5.0 

2,895 

10.2 

15, 886 

56.2 

8,093 

28.6 

28,284 

San  Bernardino 

1,698 

4.0 

5,854 

13.8 

23,986 

56.7 

10,805 

25.5 

42, 343 

San  Diego 

646 

1.7 

2,637 

6.8 

19,529 

50.3 

15,987 

41.2 

38,799 

San  Jose 

2,864 

5.7 

5,677 

11.3 

26, 993 

53.7 

14,705 

29.3 

50,239 

Sacr€UQento 

657 

3.3 

^,975 

25.3 

9,700 

^9.3 

^,359 

22.1 

19, 691 

Santa  Rosa 

810 

3.2 

5,451 

21.5 

10, 525 

41.4 

8, 606 

33.9 

25,392 

Stockton 

625 

2.3 

4,767 

17.2 

ll,o4o 

39.9 

11,230 

4o.6 

27, 662 

Santa  Barbara 

494 

3.8 

1, 015 

7.7 

8,213 

62,6 

3,^05 

25.9 

13,127 

Marys  yl  He 

159 

.9 

3,826 

21.9 

8, 188 

36.7 

5,3^5 

30,5 

17, 518 

Bedding 

490 

5.2 

1,201 

12.9 

5,73^ 

61,4 

1,912 

20.5 

9,337 

Woodland 

1,005 

6.7 

3,164 

21.0 

7.121 

57-3 

3.775 

25.0 

15.064 

Total 

30,605 

3.9 

1177759 

15.0 

^^5.1 

283,652 

36.0 

786.841^ 

DEFICIENCIES 

Los  Angeles 

-$49, 948 

-1.5 

$255, 963 

7.6 

$3,185,809 

93.9 

$3,391,824 

San  Francisco 

-14,973 

-1.4 

125,591 

11.9 

939,^77 

89.5 

1,050,095 

Oakland 

-8,967 

-1.4 

74, 100 

11.9 

558,494 

89.5 

623,627 

Fresno 

-4, 646 

-2.3 

55,759 

-27.7 

149,983 

74,6 

201,096 

San  Bernardino 

-13,587 

-5  06 

62, 432 

25.6 

195, ^81 

80.0 

244, 326 

San  Diego 

-1,060 

-.3 

49, 452 

15.3 

274,595 

85.0 

322, 987 

San  JoSe 

-6,018 

-2.3 

53,397 

20.6 

211, 865 

81.7 

259, 244 

Sacramento 

-3,339 

-2.8 

26, 040 

21.9 

96, 009 

80.9 

118, 710 

Santa  Rosa 

-2,315 

-1.1 

32,377 

15.0 

185,691 

86.1 

215,753 

Stockton 

-3,903 

-1.2 

32,641 

10.3 

286, 879 

90.9 

315,617 

Santa  Barbara 

-1, 706 

-1.7 

32,157 

32.3 

69,073 

69.4 

99,524 

Marysville 

-557 

-.4 

27,233 

20.2 

108,373 

80.2 

135,049 

Redding 

-1,363 

-2.0 

20,938 

31.1 

47,  701 

70.9 

67, 276 

Woodland 

-5.478 

-7.2 

21,867 

28.7 

59, 969 

78.? 

76.358 

Total 

-$ii7i^ 

-1 . 7 

$869,947 

12.2 

$6,369^399 

$7, 121, 486 

(a)  Small  deflclenolee  -  deficiency  per  audit  hour  less  than  cost  per  audit  hour 
(t)  Large  deficiencies  -  deficiency  per  audit  hour  more  than  cost  per  audit  hour 
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deficiency  per  audit  hour  exceeded  such  unit  cost.  The  computation  of  these  unit 
costs  is  explained  elsewhere  in  this  report, 

A  study  of  Table  35  indicates  that  there  is  a  considerable  variation  be¬ 
tween  districts  in  the  distribution  of  the  audit  hours  and  number  of  audits  with 
respect  to  those  audits  which  cost  more  than  they  produce,  i.e.,  refunds,  no 
change,  and  those  where  the  deficiency  per  audit  hour  is  less  than  the  cost  per 
hour,  and  those  which  are  profitable. 


-  84  - 


4^' 


■':rFwm 

'IJf  , 


^lyw' 

;-kf  ’•'  ,  ^  .  .  , . 

'•  J  itjiti  mwslt  xo  .5au%  bol>3«‘»so  rtyorf  ?i:fcsja.;n?9q 

H  X 


^f 


'P  -Ji<3Kjn  ifi  «^'5a^^v«|^i!u  tni.  e^ot 


-4it  .rtoJfcfi«**3!(i\y  3lrioT  ^  \;fcw'/B  A  , 

*'  ‘  u',*'  •»  • 


r 


»* 


'ip  •m<tmra  hrut  ;titf5<([A  jjl't  'lo  ftolii'iSt^iJ^il)  «1^  «i 


I 


.(J0  .  ♦..1  tj^  «*'4*t4;}‘  a^’aiv  o^  >^9^ 

^  *  TT! 


"  f 


aasii  »i  'tKfod  ^*taiiv  9«oj<^  boM 

'V  ;^'  ■  f 


ri^'-' 

si 


S.  • 

. 

%*ik 


,3Jtfjicf.ttp^  9  a.-  doitfv  aai  ^-ur 


■  S  '.  ' 


Table  36  shows  the  districts  ranked  according  to  the  percentage  of  audit 
hours  spent  on  audits  which  produced  more  than  they  cost,  with  the  corresponding 
percentages  for  nimiber  of  audits  and  amount  of  deficiencies,  as  levied.  It  also 
shows  unit  cost  per  audit  hour  for  each  district. 


TABI^  36  -  Percent  of  Audit  Hours,  Audits,  and  Deficiencies, 
Where  Revenue  Exceeded  Cost,  and  Cost  per  Audit  Hour, 
by  District,  19^8-49 


District 

Percentages  Where  Revenue  Exceeded  Cost 

Cost 

Per 

Audit 

Hour 

Audit 

Hours 

No,  of 
Audits 

Deficiencies 
as  Levied 

San  Diego 

36,4^ 

85.0^ 

$  5.39 

Stockton 

40.6 

34.0 

90,9 

6.83 

Los  Angeles 

39.7 

27.8 

93«9 

5o49 

San  Francisco 

38.9 

33o2 

89»5 

6.22 

Oakland 

36.7 

26.2 

89o5 

5«57 

Santa  Rosa 

33.9 

25«4 

86.1 

6.79 

Marysville 

30.5 

23ol 

80,2 

7.63 

San  Jose 

29»3 

23.4 

81,7 

5o14 

Fresno 

28.6 

20.6 

74.6 

8,30 

Santa  Barbara 

25.9 

22.3 

69.4 

9.38 

San  Bernardino 

25  =  5 

18.5 

80.0 

6.96 

Woodland 

25.0 

18.4 

78.5 

7»19 

Sacramento 

22.1 

16.6 

80.9 

6.37 

Redding 

20.5 

19.5 

70,9 

10.99 

State  Average 

36.0^0 

26,8^ 

89.5^ 

$  6,06 
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Table  36  indicates  that  in  San  Diego  and  Stockton,  for  example,  approxi¬ 
mately  twice  as  much  of  the  audit  time  is  spent  on  audits  which  "show  a  profit"  as 
in  Redding  or  Sacramento «  This  in  turn  suggests  either  that  considerably  better 
methods  of  selection  of  accounts  for  audit  are  being  used  in  some  districts  than 
in  others,  or  that  the  audit  program  in  certain  districts  is  closer  to  the  satura¬ 
tion  point  than  in  others «  Both  of  these  factors  raise  serious  questions  as  to 
the  proper  distribution  of  the  staff. 

ANALYSIS  BY  SIZE  OF  TOTAL  DEFICIENCY  PER  AUDIT. 

Table  yj ,  which  follows  on  page  87  ,  is  based  on  the  same  data  as 
Table  33^  with  the  audits  analyzed  by  size  of  deficiency  per  audit. 

This  table  indicates,  for  example,  that  I/3  of  one  percent  of  the  total 
number  of  audits  account  for  3I  percent  of  total  "pick-up",  that  2  percent  account 
for  53  percent  of  total  pick-up,  and  that  9 “98  percent  account  for  79*^1  percent 
of  total  pick-up.  This  is  another  indication  that  most  of  the  pick-up  is  concen¬ 
trated  in  a  relatively  small  proportion  of  the  total  audits  whether  they  are  con¬ 
sidered  from  the  standpoint  of  pick-up  per  audit  hour,  as  in  Table  33 ^  or  pick-up 
per  audit,  as  in  Table  37 » 

Table  37  also  indicates  the  relatively  small  percentage  of  audits  which 
produced  more  than  the  unit  cost  of  $6.06  per  hour,  namely  17 -69  percent  of  audits 
representing  42.82  percent  of  audit  hours  which  produced  89.39  percent  of  total 
pick-up.  The  other  82. 3I  percent  of  the  audits,  representing  57.18  percent  of 
audit  hours  produced  but  10. 6l  percent  of  total  pick-up,  audits  in  this  latter 
group  all  averaging  less  than  $6.06  per  hour  in  pick-up. 

BY  LOCATION  AND  BY  AUDITOR 

The  Legislature  at  its  1947  session  authorized  an  addition  of  228 
auditors  to  the  Sales  Tax  Division  staff.  At  that  time  it  was  proposed  that  a 
detailed  record  of  the  activities  and  the  production  of  each  man  employed  \inder 
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that  appropriation  would  be  kept.  At  the  time  of  making  this  report  no  record  of 
deficiencies  recommended  by  individual  auditors  is  maintained  by  the  agency  on  the 
punch  cards  in  the  headquarters  office.  However,  many  of  the  district  offices  main¬ 
tain  such  records  for  their  own  information.  An  examination  of  samples  of  these 
records  indicates  the  same  variations  are  present  with  respect  to  the  production 
per  hour  of  individual  auditors  as  are  present  with  respect  to  individual  audits 
as  discussed  in  the  preceding  section,  and  that  a  high  percentage  of  the  auditors 
hired  in  19^7-^8,  as  well  as  others,  do  not  produce  audit  deficiencies  equivalent 
to  their  salary  cost. 


-  88  - 


1 

*T0  oix  Btsit  ^,'iiid/ies  lo  ^nIJ-  atfJ  *£  ;wr  iiXsf'TV  fiOtJ/jf^crc<ta'i« 

«  1 1  v  ®  '■■' 

'  no  X;rf  «1  5  :oJ'j  Jv>«  JCjuri  ivtfcixi  Xii  btf^nssaaotf'^ 

'  *  ^  ■  ^ '. 
•*ni/W  f  !9S>i'il0  Otl^f  Ko  V'OW  ,19Ve(W«5  .«sl't?0  Ol€»i'T»Wpl.!ii3Xf  Sft'?' 'flt  d3fi 

_i^  3'»t(#fil  lo  B&Iqry»a  lo  /^a  w>  riffdt  lol:  «Mvd»5  nr>4»«  ifs 

•  % 

®  tKiyaalynfi  odd  oi  jlMv o’to  oroaa  sds  ao^'jsolfeci  a&TO^ 

'  1 

puTtiwiS  03^  f>»<Sbfix  iri*5aari^  a4J  e  rj^-lfaua  /jHj5infiiLrL>  Ir*  lood  n 

*  .  .  • 

o^od-^ftfcrB  ©ri^  lo  aQitva»o*l©^  -^-W  a  iad.i'  i»rft  j^nii-iapnq  ad^  al  jy©»«xjoBlj& 

dJbtttM  ezffbonq  don  cb  ^nisddc  ai  Xiaw  oa  -a±  ffat 


BY  SOURCE  OF  SELECTION 


Two  setmple  studies  were  made  of  the  audits  completed  during  19^8-U9  by 
source  of  selection,  i.e.,  whether  selected  by  headquarters  or  by  the  district 
office.  These  are  summarized  in  Table  38 »  Sample  1  represents  all  audits  result¬ 
ing  in  refujads,  no  change,  or  deficiencies  of  $20.00  or  more  per  hour,  or  4l.6 
percent  of  the  total  audits,  30*2  percent  of  the  total  audit  hours  and  57*7  per¬ 
cent  of  the  total  amounts  as  levied.  Sample  2  included  all  audits  from  three 
of  the  smallest  districts:  Marysville,  Redding,  and  Woodland,  representing  ii-o83 
percent  of  all  audits,  5-33  percent  of  all  audit  hours  and  3 •>91  percent  of  total 
amounts  as  levied. 


TABLE  38  -  Audit  Results  by  Source  of  Selection, 

1948-1+9 


Nxamber  of  Audits 

Audit 

Bours 

Amo+ont  as 

Levied 

Sample  and 
Source  of 
Selection 

No. 

Percent 

«f 

Total 

No. 

Percent 

of 

Total 

Amount 

Percent 

of 

Total 

Amount 

Per 

Hour 

Sample  1 
Headquarters 
District 

388 

16.535 

2.29^ 

97.71 

10,956 

226,863 

4.61^ 

95.39 

$  308,702 
3,799,932 

7.51^ 

92.49 

$28.18 

16.75 

Total 

16,923 

100.00^ 

237,819 

100.00^ 

$4,108,634 

100.00^ 

$17.28 

Sample  2 
Headquarters 
District 

60 

1,906 

3.05^ 

96.95 

1,526 

40,393 

3.64^ 

96.36 

$  17,134 

261,349 

6.15^ 

93.85 

$11.23 

.6448 

Total 

1)9^6 

100,00^ 

41,919 

100.00^ 

$  278,683 

100,00^ 

$  6.65 

While  there  is  some  duplication  in  the  material  included  in  the  two 
samples,  they  both  indicate  clearly  the  very  small  percentage  of  cases  selected 
by  headquarters,  and  also  the  greater  productivity  of  the  headquarters*  selected 
cases.  In  the  first  sample,  these  produced  ^68  ’  percent  per  hour  more  than  the 
district  selected  cases  and  in  the  second  1733  percent.  The  corresponding  figure 
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for  those  audits  included  in  the  first  sample  which  produced  $20.00  or  more  per 
hour  was  1.46  percent. 
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CHAPTER  V 

COST  OF  THE  AUDIT  PROGRAM 

Finding  a  completely  satisfactory  basis  for  measurement  of  costs  of  ad¬ 
ministration  for  collection  of  a  revenue  source  is  one  of  the  difficult  problems 
of  tax  administration..  Total  cost  as  a  percentage  of  revenue  collections  is,  be¬ 
cause  of  its  simplicity,  the  measure  most  commonly  usedo  However  this  measure, 
at  least  on  a  comparative  basis,  is  not  too  meaningful  because  of  its  failure  to  take 
into  consideration  such  factors  as  differences  or  changes  in  tax  rate,  number  of 
exemptions,  general  scope  of  the  law  including  number  of  taxpayers,  and  difficulty 
of  collection  under  varying  circumstances .  Because  of  these  varying  factors  it 
must  be  recognized  that  as  between  different  tax  programs  or  as  between  different 
parts  of  the  enforcement  program  for  the  same  tax  a  high  ratio  of  cost  to  revenue 
does  not  necessarily  indicate  inefficient  tax  administration.  Conversely,  a  low 
ratio  does  not  necessarily  indicate  efficiency,  since  the  ratio  of  cost  to  revenue 
can  be  kept  low  by  the  simple  expedient  of  reducing  enforcement  costs  to  a  minimum 

and  collecting  whatever  revenue  this  system  will  bring  in. 

With  respect  to  an  audit  program,  however,  it  is  particularly  important 
to  know,  as  accurately  as  possible,  what  costs  must  be  assigned  to  the  program  and 
what  changes  occur  in  the  ratio  of  cost  to  recovery  under  different  methods  of 
emphasis.  Since  the  audit  program  has  two  general  objectives:  (a)  the  production 
of  revenue  and  (b)  the  stimulation  of  more  accurate  reporting  on  the  part  of  tax¬ 
payers,  precise  measurement  of  the  first  provides  the  only  feasible  method  of  deter¬ 
mining  the  cost  of  the  second.  Determining  the  cost  ratio  in  terms  of  revenue 
pick-up  gives,  therefore,  an  indication  of  the  price  being  paid  for  other  intangible 

and  by-product  results  of  the  audit  program. 

As  has  been  stated  previously,  the  cost  of  the  audit  program,  for  purposes 
of  determining  a  profit  ratio  as  used  by  the  agency,  has  included  only  the  direct 
salary  cost,  and  this  only  for  time  spent  directly  on  audits.  The  ratio  that  results 
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from  this  method  of  presentation,  therefore,  is  deficient  not  only  in  its  failxrre 
to  adjust  revenues  for  subsequent  cancellations  and  adjustments  but  also  in  its  failure 
to  account  for  any  costs  other  than  direct  salary  costs,  and  in  its  failure  to  ac¬ 
count  for  all  available  and  compensated  audit  time.  In  1946-4ti  for  example,  the 
audit  time  responsible  for  audit  deficiencies,  (and  for  which  direct  cost  was  cal¬ 
culated)  was  the  eq\iivalent  of  only  203  auditors  full-time,  while  the  actual  number 
employed  in  that  year,  as  shown  in  Table  12,  was  403 . 

Direct  salaries,  that  is,  salaries  of  auditors  doing  field  work,  are  only 
one  element  in  the  cost  of  an  audit  program.  These  auditors  require  office  space, 
clerical  assistance,  equipment  and  supervision  at  several  different  levfels,  includ¬ 
ing  administrative  direction  at  the  highest  level.  The  audit  reports  require  pro¬ 
cessing  both  in  district  offices  and  in  headquarters,  protests  and  hearings  are  in¬ 
volved,  legal  opinions  are  required,  collection  costs  may  be  incurred,  and  personnel 
and  accounting  functions  must  be  performed,  to  mention  only  a  partial  list. 

A  more  appropriate  approach  to  an  accurate  study  of  audit  program  costs 
is  to  determine  what  costs  would  be  eliminated  if  there  were  no  audit  program. .  The 
first  and  most  obvious  woiild  be  the  salaries  of  the  field  auditors.  This  should 
include  all  field  auditors  of  all  classes,  since  these  were  hired  to  do  auditing 
which  is  technical  work  and  commands  a  comparatively  high  salary.  It  will  be 
noted,  as  indicated  in  Table  4,  that  salaries  of  field  auditors  have  exceeded  40^ 
of  total  sales  tax  division  expenditures  over  a  period  of  years  and  have  averaged 
4l.6^  for  the  four  years  ended  June  30;  1950.  These  same  salaries  hhve  averaged 
36.2^  of  total  district  office  expenditures  and  6l.l^  of  total  district  office 
salaries  during  the  same  period.  If  these  men  were  eliminated  other  district  of¬ 
fice  costs  would  shrink  accordingly  as  well  as  many  operations  in  headquarters 
office . 

In  the  absence  of  unit  audit  cost  ddta  developed  by  the  Board  of  Eqtial- 
ization,  total  audit  costs  and  costs  per  audit  hour  have  been  developed  for 
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purposes  of  this  study.  Basically  the  method  we  have  used  is  to  ascertain  first 
total  costs  of  the  Board  of  Equalization,  second  what  part  of  these  costs  are 
attributable  to  the  Sales  Tax  Division  and  third  what  part  of  sales  tax  division 
costs  are  attributable  to  the  audit  program. 

Total  costs  to  taxpayers  of  the  Board  of  Equalization  by  divisions  for 
1948-49  are  shown  in  Table  39  which  follows,  page  94.  The  expenditures  are  those 
shown  on  the  agencies’  expenditure  statement  for  1948-49,  as  of  December  31^  1950. 
The  other  costs  shown  in  Column  5  of  the  t&ble  which  are  not  included  in  the  agen- 


cies '  expenditures,  are  the  following: 

State’s  contribution  to  employees  retirement 
system,  8^  of  total  salaries 

$683,126 

Estimated  cost  of  services  by  Personnel  Board, 
Dept,  of  Finance,  Controller,  Treasurer,  and 
Attorney  General,  2^  of  total  salaries  exclu¬ 
sive  of  Truck  Tax  and  Fuel  Tax  Division 

157,939 

Estimated  rent  for  sales  tax  space  in  S.  F. 

State  Bxiilding 

13.706 

Total 

$854,771 

Table  39  shows  one  further  step  necessary  in  arriving  at  the  total  costs 
of  the  operating  divisions  of  the  Board,  including  the  Sales  Tax  Division.  This 
is  the  allocation  of  the  total  costs  of  the  two  service  divisions,  General  Admlnls 
tration,  and  Research  and  Statistics  to  the  operating  divisions,  the  amounts  allo¬ 
cated  to  each  being  shown  in  Column  7*  These  amounts  have  been  distributed  to  the 
operating  divisions  in  the  same  ratio  as  the  salaries  of  each  bears  to  the  total 
salaries  of  the  six  operating  divisions.  On  this  basis  67.2^  of  the  total  is  re¬ 
garded  as  the  Sales  Tax  Division's  share.  It  will  be  noted  that  total  Sales  Tax 
Division  costs  of  $7^168,294,  exceed  Sales  Tax  Division  expenditures  of  $6,312,036 
by  $856,258  or  13.6^. 

Of  the  total  Sales  Tax  Division  costs  of  $7,168,294  shown  in  Table  39^ 
$5,432,137,  or  75*8^  are  attributable  to  district  offices  and  $1,736, 157>  or 
24.2^  to  headquarters  office. 
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TOTAL  COSTS,  BOARD  OF  EQUALIZATION,  BY  DIVISIONS,  1948-49 


bp  Q> 

(>>  ri  rt 
p  "H  O 
-P  ' — ' 

-P  -ca  a3  OS  00 
O  -P  h  ■H'— 
EH  ra  ®  t> 

O  ft  -H 
OOP 


a 

o 

•H 

> 

"H 

P 


ON 

OJ 

•v 

00 

NO 

rH 

-69- 


rH 

ro 

OJ 

r- 

OJ 


rH 

o 

00 

ft 

try 

O 

o 

o 

OJ 

ir\ 

'eR 

OH 

o 

m 

[ft 

» 

1 

GO 

o 

•s 

•\ 

i 

1 

o 

CVI 

iH 

ITN 

c- 

1 

1 

rH 

o 

ft 

fH 

NO 

ITN 

o 

NO 

-=i- 

ft 

CVJ 

O 

ft 

1 

nd 

ITN 

-4 

-4" 

o 

-4 

CON 

-4 

CM 

0 

0  -3 

-4* 

NO 

m 

rH 

NO 

00 

CM 

CO 

"H 

> 

iH 

4* 

NO 

rH 

CM 

00 

tfN 

CON 

0 

d 

•H 

-p  flj  ^ 

•s 

•s 

•v 

os 

•s 

•s 

o 

•H 

-p 

0  d  [ft 

O 

ro 

(0\ 

-4* 

LTn 

00 

m 

1 

a! 

o  o^ 

(ON 

ON 

rH 

b- 

tr\ 

1 

>H 

O  d 

CM 

m 

1 

< 

-P 

ft 

-69- 

ON 

tft 

!>- 

o 

-4 

CM 

-4 

CM 

tIH 

-4 

NO 

NO 

(ON 

-4 

on 

CM 

CO 

tfN 

ft  0 

rH 

NO 

CO 

o 

00 

tfN 

(On 

CO 

O 

•s 

•s 

•s 

♦n 

•s 

•s 

•s 

•S 

o 

Cd  -P 
-P  0NO 

m 

NO 

CM 

(On 

NO 

(On 

CO 

-4 

b- 

b- 

tfN 

Fi 

o 

o 

O  O'— 

00 

(V) 

(TN 

on 

ft 

CM 

on 

o 

Eh  o 

•N 

•«, 

NO 

CM 

-69- 

rH 

-69- 

1 

d 

OO 

m 

-4 

00 

00 

CM 

O 

ft 

•s 

0 

rH 

rH 

CM 

ITN 

IfN 

CM 

(On 

CON 

b- 

U  0 

d 

■P 

rH 

ON 

CON 

-4 

O 

(On 

CM 

O 

b- 

0  -p 

d 

ON 

•s 

•s 

•s 

•s 

• 

■d  0 

-P 

0  O  ITN 

NO 

t'- 

CON 

#H 

o 

NO 

00 

-4 

-4 

lb- 

-p  o 

£ 

a  -p'— 

NO 

r**- 

CM 

CM 

rH 

rH 

CM 

IfN 

o  o 

ft 

0 

rH 

CO 

-69- 

-69- 

NO 

CM 

on 

CM 

NO 

o 

-4 

rH 

-V 

m 

£> 

on 

CO 

rH 

oo 

CON 

00 

o 

CO 

c— 

^4 

(ON 

(ON 

CM 

CO 

O 

'e^ 

H*  rH 

•s 

•s 

»s 

•s 

•v 

•s 

•S 

(K 

m 

CM 

IfN 

CM 

(TN 

CON 

ft 

(ON 

CON 

c- 

•  0 

-Pft- 

rH 

CO 

NO 

b- 

-4 

m 

-4 

-4 

CM 

O'— 

m 

rH 

(TN 

on 

iH 

CM 

on 

CM 

ON 

Eh 

Os 

•s 

<K 

NO 

CM 

O 

-69- 

H 

-69- 

CM 

cn 

IfN 

Nb 

b- 

o 

-V 

IfN 

CM 

e 

ft  -P 

rH 

NO 

C— 

CM 

00 

b- 

NO 

(ON 

ON 

o 

CO 

NO 

IN- 

b- 

rH 

CM 

on 

on 

ft 

0 

ft  d-^ 

«s 

•s 

•» 

•s 

•s 

•s 

Ov 

•s 

• 

0 

js  0  m 

rH 

t— 

O 

NO 

-4 

NO 

-4 

iH 

CM 

on 

cd  a  ^ 

On 

00 

(H 

CM 

rH 

-4 

3 

ft 

rH 

on 

+> 

3 

-69- 

-69- 

bO 

NO 

NO 

b- 

-4 

O 

(TN 

b- 

-4 

CON 

d 

d  0 

(TN 

OH 

rH 

rH 

CM 

CM 

NO 

00 

iH 

a 

ft  0 
-p  0 

On 

•s 

CO 

•s 

O 

•s 

IfN 

•S 

NO 

•n 

m 

O 

♦s 

IfN 

•s 

NO 

•s 

1 — ! 

• 

M 

cd  d'^ 

ON 

o 

-4 

NO 

CM 

b- 

IfN 

CM 

ft 

d  ©  CM 

(0\ 

rH 

E>- 

00 

-4 

tfN 

IfN 

on 

jH 

&&'' 

lA 

-69- 

cn 

rH 

m 

•s 

O  ft 

rH 

-69- 

00 

m 

rH 

CM 

(On 

IfN 

on 

CM 

on 

0 

NO 

ir\ 

LTn 

CON 

8y 

b- 

0 

O 

rH 

O 

rH 

(TN 

CM 

(ON 

o 

ft 

H 

•s 

•n 

•s 

»\ 

•s 

O 

-4“ 

On 

-V 

00 

O 

(On 

CM 

o 

(On 

b- 

0  ft 

CM 

b- 

b- 

NO 

o 

NO 

CO 

-4 

on 

C— 

iH 

(A 

on 

CM 

ft 

rH 

CM 

IfN 

0 

•s 

•s 

•n 

CQ 

ITN 

rH 

00 

-69- 

-69- 

(H 

r-i 

-69- 


CQ 
0 
r— 1 

a3 

to 


r“l 

I 

o 


g 


iH 

O 

,a 

o 

o 


r-t 

cd 

-P 

O 

EH 


y 

EH 

O 

3 

EH 


Eh 

a 

r-| 

O 

i 

o 


-P 

CQ 

-P  ft 

0  s 

C 

m  w 

a  ft 

ft 

0  -P 

0 

0  0 

d 

©  d 

0 

rH 

a) 

-P 

O 

EH 

U 

O 

-P 

Cl 

® 

o 

c^ 

0 

ft 


m 

m 

<1 


rH 

Cd 


cl 

cS 


m 

o 

H 

0 

0 

0 

«rH 

C( 

0 

rH 

cd 

m 

ft 

O 


OJ 

rH 

a 

o 

‘tH 

-P 

•H 


0 

ft 


0 

0 

"H 

m 

ft 

o 

CO 


a 

0 

-p 

0 

CQ 


0 

iH 

■P 

0 

ft 

0 

0 

0 

o 

H 

& 


O 

-P 

d 

o 

“H 

-p 

p 

•H 

u 

o 

o 

0 

© 

-p 

cd 

-P 

CQ 


Cd, 


of  Truck  Tax  and  Gasoline  Tax  Divisions  for  estimated  cost  of  services  ty  Personnel  Board,  Department  of  Finance, 
Controller,  Treasurer  and  Attorney  General* 

Ip  Total  administrative  costs  (divisions  of  General  Administration  and  Research  and  Statistics)  of  $431,506,  which 
represent  3*9^  of  total  costs  (column  8),  are  prorated  to  operating  divisions  as  5*3^  of  the  salaries  shown  in 
column  1» 


The  basis  used  for  segregation  of  district  office  costs  between  audit 
program  costs  and  all  other  costs  was  the  ratio  of  salaries  paid  field  auditors 
to  total  salaries  paid  auditors  and  investigators  in  each  district.  These  ratios 
are  shown  in  Column  7  of  Table  KO,  and  the  total  costs  for  each  district  which 
comprise  the  total  of  $5 ^ ^32, 137 ^  were  segregated  in  this  manner. 


TABLE  4^0  -  Auditors  and  Investigators,  Positions  Filled 
and  Salaries  Paid,  by  Districts,  1948-49 


District 

Positions  Filled 

Salaries  Paid 

Ratio 
Auditors 
Salaries 
To  Total 
Salaries 

(7) 

Auditors 

Investi¬ 
gators 
.  (2) 

Total 

(3) 

Auditors 
  (H) 

Investi¬ 

gators 

(5) 

Total 

(6) 

1  Los  Angeles 

286.7 

108.3 

395.0 

$1,036,187 

$375,224 

$1,411,411 

73.41^ 

2  San  Francisco 

82.5 

21.1 

103.6 

352,204 

83,360 

435,564 

80.86 

3  Oakland 

53.8 

21.7 

75-5 

212,875 

77,949 

290,824 

73.20 

4  Fresno 

28.0 

11.1 

39.1 

Il4,0l4 

39,038 

153,052 

74.49 

5  San  Bernardino 

37.0 

10.4 

47.4 

159,268 

37,587 

196,855 

80.91 

6  San  Diego 

29.3 

9o0 

38.3 

118,264 

31,393 

149,657 

79.02 

7  San  Jose 

36.6 

8.3 

44.9 

143,675 

29,032 

172,707 

83.19 

8  Sacramento 

15.9 

6.0 

21.9 

70,771 

21,072 

91,843 

77.06 

9  Santa  Rosa 

21.2 

6.8 

28.0 

90,953 

24,250 

115,203 

78.95 

10  Stockton 

23.1 

44 

27.4 

97,823 

16,066 

113,889 

■85  .^9 

11  Santa  Barbara 

15.0 

1.0 

16.0 

60,689 

3,870 

64,559 

94.01 

12  Marysville 

14.9 

5.6 

20.5 

61,616 

20,215 

81,831 

75.30 

13  Redding 

11.2 

1.0 

12.2 

49,907 

3,346 

53,253 

93.72 

l4  Woodland 

12.0 

3.9 

15.9 

52,580 

14,190 

66,770 

78.75 

Total 

667.2 

218.5 

885.7 

$2,620,826 

$776,592 

$3,397,418 

77.14^ 
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Headquarters  costs  of  $1,736,157  consist  of  $723,821,  or  attri¬ 

butable  to  the  headquarters  audit  section  and  $1,012,336  or  58.3^  attributable 
to  all  other  sections.  Of  audit  section  costs  72.5^  were  considered  to  be  Cali¬ 
fornia  audit  program  costs,  while  4.2^  of  all  other  costs  were  so  considered.  The 
72.5^  is  based  on  numbers  of  audit  section  personnel  working  directly  or  indirectly 
on  activities  related  to  the  California  Sales  tax  field  audit  program  in  relation 
to  total  personnel  of  that  section  as  of  June  2,  1949 »  These  computations  re¬ 
sult  in  headquarters  sales  tax  division  costs  attributable  to  the  California 
sales  tax  field  audit  program  of  $572,388  or  33^  of  total  headquarters  costs,  and 
consists  of  $524,561  attributable  to  headquarters  audit  section  eind  $47,827  at¬ 
tributable  to  all  other  sections.  It  is  interesting  to  note  that  headquarters 
audit  section  salaries  were  48,2^  of  total  headquarters  salaries,  and  that  salaries 
of  auditors  in  the  headquarters  audit  section,  exclusive  of  those  working  out  of 
state,  were  33 •5^  of  total  salaries  of  headquarters  sales  tax  division  staff. 

For  purposes  of  computing  audit  program  costs  by  individual  districts 
the  headquarters  sales  tax  division  costs  were  distributed  as  a  fixed  percentage 
of  total  auditors  salaries  in  each  district.  _ 

Table  4l  which  follows^  page  97  ,  shows  the  details  of  sales  tax  field 

audit  program  costs  by  districts,  for  1948-49,  computed  in  the  manner  outlined  in 
the  preceding  paragraph.  It  also  shows  the  cost  per  audit  hour  for  regular  Cali¬ 
fornia  audits  completed  diaring  1948-49,  as  detailed  in  Tables  31  and  35  •  Total 
audit  program  costs  of  $4,767^385  represent  66.5^  of  the  total  sales  tax  division 
costs  of  $7^168,294  shown  in  Table  39- 

It  will  be  noted  that  auditors'  salaries  shown  in  Column  1  of  Table  4l 
amounted  to  55-0^  of  total  costs  shown  in  Coliamn  9  of  Table  4l .  All  salaries 
shown  are  over-stated  slightly  and  operating  expenses  under-stated  because  of 
reimbursements  for  services  rendered  to  other  divisions,  all  of  which  have  been 
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auditors.'  salaries  shown  In  column 


deducted  from  operating  expenses  in  Table  4l,  since  under  the  accounting  system 
used  no  other  procedure  vas  practicable.  Those  reimbursements  totaled  $171,044 
for  1948-49,  or  3*5^  of  total  district  office  expenditures,  but  do  not  affect 
the  validity  of  the  total  cost  estimates. 
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Table  42  which  follows^ page  100  ,  shows  net  deficiencies  per  dollar  of 
cost,  by  districts,  from  regular  field  audits  processed  by  headquarters  office 
for  the  four  years  ending  June  30,  1950,  with  costs  computed  for  the  entire  period 
in  the  same  manner  as  for  1948-49.  The  net  deficiencies  are  those  shown  in  Table 
27  for  regular  California  audits  for  the  years  involved  since  this  is  as  close  as 
it  is  possible  to  approximate  the  actual  net  revenue  from  these  audits  for  the 
period  in  question.  Table  42  indicates  that  with  the  exception  of  the  three 
large  metropolitan  areas,  Los  Angeles,  San  Francisco,  and  Oakland,  the  only 
districts  where  net  deficiencies  exceeded  costs  were  Stockton  and  San  Diego. 

San  Diego  differs  from  the  other  small  districts  in  that  several  large  aircraft 
industries  are  located  in  the  district,  but  there  appears  to  be  no  essential 
difference  in  the  basic  field  audit  work  load  in  Stockton  and  any  of  the  smaller 
districts  where  costs  exceeded  net  deficiencies.  This  would  appear  to  indicate 
considerably  better  management  of  the  field  audit  program  in  Stockton  than 
elsewhere . 
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TABLE  h2 

Net  Deficiencies  Per  Dollar  of  Cost,  By  District 
From  Regular  Field  Audits  Processed  in  Headquarters  Office 
Four  Years  Ended  June  30 ^  1950 


District 

Net 

Deficiencies 

(1) 

Audit 

Costs 

(2) 

Excess  of  Net 
Deficiencies  Over 
Costs 

(l)-(2) 

(3) 

Net  Deficiencies 
Per  Dollar  Of 
Cost 
(1)»(2) 

(4) 

San  Francisco 

262, 652 

$2,103,610 

$1,159,042 

$1-55 

Stockton 

1,011,151 

674,539 

336,612 

1.50 

Los  Angeles 

7,956,053 

6,209,715 

1,746,338 

1.28 

Oakland 

1,608,715 

1,377,209 

231,506 

1.17 

San  Diego 

848,448 

755,883 

92,565 

1.12 

Sacramento 

440,542 

487,884 

-  47,342 

.90 

Fresno 

768,662 

877,129 

-  108,467 

.88 

Santa  Rosa 

540,275 

661,827 

-  121,552 

.82 

San  Jose 

731,860 

905,060 

-  173,200 

.81 

San  Bernardino 

818,662 

1,044,187 

-  225,525 

.78 

Marysville 

333,458 

482,169 

-  148,711 

.69 

Redding 

232,146 

377,627 

-  145,481 

.61 

Santa  Barbara 

251,617 

424,316 

-  172,699 

.59 

Woodland 

191,984 

327,270 

-  135,286 

.59 

Total 

$18,996,225 

$16,708,425 

$2,287,800 

$l.l4 
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Table  ^3  is  based  on  the  same  data  as  Table  k2,  and  shows  deficiencies 
per  dollar  of  cost  by  fiscal  years  for  the  fovir  years  ending  June  30,  1950.  It 
is  interesting  to  note  that  the  only  districts  in  which  deficiencies  exceeded 
costs  for  each  of  the  years  were  San  Francisco  and  Stockton. 

TABLE  43  -  Net  Deficiencies  per  Dollar  of  Costs, by  District 
and  Fiscal  Year, from  Regular  Field  Audits  Processed  in 
Headquarters  Office, Four  Years  Ended  June  30,  1950 


District 

19k6-47 

19U7-I+8 

1948-49 

1949-50 

Four  Years 
Ended 

Jiine  30,  1950 

San  Francisco 

$1.22 

$1.82 

$1160 . 

$1.5U- 

$1.55 

Stockton 

1,06 

1.22 

1.60 

1.90 

1.50 

Los  Angeles 

.67 

.75 

1.46 

1.82 

1.28 

Oakland 

.05 

1.24 

1.42 

1.49 

1.17 

San  Diego 

.61 

.72 

1.21 

1-59 

1.12 

Sacramento 

,80 

.74 

.85 

1.19 

.90 

Fresno 

.56 

.74 

.76 

1.25 

.88 

Santa  Rosa 

.44 

.76 

I.l4 

.89  , 

'  '  .82 

San  Jose 

.30 

.80 

1.01 

.90 

,81 

San  Bernardino 

.69 

.74 

.79 

.87 

.78 

Marysville 

.15 

.74 

.91 

.77 

.69 

Redding 

.48 

.71 

.59 

.67 

.61 

Santa  Barbara 

.13 

.46 

.71 

.84 

.59 

Woodland 

5/ 

.46 

.70 

.60 

.59 

Total 

$  .64 

\ 

$  .92 

$1.27 

$1.45 

$1.14 

ay  Woodland  District  created  in  1947-48  out  of  territory  formerly  Included  in 
Sacramento,  Santa  Eosa  and  Marysville  districts. 
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Table  14-4  is  based  on  the  same  data  as  Table  42  as  to  regtilar  California 
audits,  and  shows  deficiencies  per  $1»00  of  cost  by  fiscal  years.  It  also  shows 
an  estimate  of  the  revenue  per  $1.00  of  cost  for  all  audits  by  fiscal  years  for 
the  same  period.  In  this  estimate  costs  per  audit  hoxir  for  out-of-state  audits 
and  special  audits  have  been  assumed  to  be  the  same  as  those  developed  by  our 
study  for  regular  California  audits.  The  amounts  collectible  included  from  out- 
of-state  audits  are  those  shown  in  Table  27,  while  the  amoxmts  collectible  from 
special  audits  were  estimated  by  applying  the  percentages  shown  in  Table  27  to 
the  amounts  recommended  as  shown  in  Table  25  for  the  corresponding  years.  These 
estimates  may  be  high,  since  no  data  are  available  as  to  adjustments  made  in 
amounts  recommended  on  special  audits,  either  before  or  after  billing. 

TABLE  44  -  Deficiencies  per  $1.00  of  Cost  by  Fiscal  Years 
Four  Years  Ended  Juna  30,  1950 


Class  of 

Audit  and 

Fiscal  Year 

Audit 

Hours 

(1) 

Audit 

Costs 

(^) 

Cost  per 
Audit 
Hour 
(3) 

Deficiencies 

Collectible 

(4) 

Deficiencies 
Per  $1.00 
of  Cost 

(5) 

Regular  Cali¬ 
fornia  Audits  - 

1946-47 

322,200 

$2,886,105 

$8.96 

$1,853,^69 

$  .64 

1947-48 

503,262 

3,892,831 

7.74 

3,582,663 

.92 

1948-49 

784,980 

4,767,385 

6.06 

6,056,224 

1.27 

1949-50 

835,470 

5,162,104 

6,18 

7,503,869 

1.45 

Total 

2,445,912 

$16,708,425 

$6.83 

$18,996,225 

$1>14 

All  Audits 

1946-47 

365,472 

$3,273,822 

$8.96 

$2,767,226 

$  .84 

1947-48 

561,456 

4,343,252 

7.74 

4,738,698 

1.09 

1948-49 

814,734 

4,947,694 

6.06 

6,766,422 

1.37 

1949-50 

870,354 

5,377,687 

6.18 

8,673,934 

1.61 

Total 

2,612,016 

$17,942,455 

$6.87 

$22,946,280 

$1.28 

.  1  : 
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CHAPTER  VI 


ANALYSIS  OF  AUDIT  AND  NON-AUDIT  TIME 

By  definition  audit  time  Includes  only  time  spent  by  field  auditors  on 
audit  work,  Including  travel  time  and  time  spent  in  writing  the  report,  and  in¬ 
cludes  no  time  spent  in  supervision,  review  of  reports  in  district  offices,  or 
any  activity  in  headquarters  which  relates  to  the  field  audit  program. 

In  the  California  civil  service  auditors  work  on  a  5 “day,  kO-hour 
week  and  experience  has  demonstrated  that  there  are  on  ein  average  2,000  hours 
in  each  year  for  which  they  are  paid.  Experience  has  also  demonstrated  that, 

-K  , 

on  an  average,  each  man  works  1,800  hours  in  each  year.  The  other  200  hoxirs, 
or  10  percent  of  the  time  for  which  he  is  paid,  represents  compensable  leave 
such  as  vacation  and  sick  leave.  In  computing  what  it  terms  "average  niomber 
of  auditors  full  time"  as  shown  in  Table  2h,  for  example,  the  agency  divides 
total  audit  hours  involved  by  1,800  to  get  the  equivalent  number  of  men  or  man- 
years.  This  actually  represents  "auditors  paid  full  time"  since  it  recognizes 

the  fact  that  auditors  work  on  an  average  of  only  90  percent  of  the  time  for 

« 

which  they  are  paid. 

Tables  45,  46  and  47  should  be  studied  together  since  they  show 
related  data  by  district  and  fiscal  year  for  the  four  years  ended  June  30,  1950. 
Table  45  shows  total  auditors  paid  of  all  classes  as  shown  by  the  expenditure 
statements  which  appear  in  the  printed  budgets.  Table  46  shows  auditors  paid 
for  time  spent  in  working  on  regular  audits  as  appearing  in  Table  24  for  the 
years  involved.  Table  47  shows  auditors  paid  for  work  on  regular  audits  as  a 
percent  of  total  auditors  paid. 
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No  entries  appear-after  Woodland  in  Tables  ^5,  ^6,  kj,  49,  50  aJ^d  52, 
since  the  Woodland  district  was  created  in  1947-48  out  of  territory  formerly 
included  in  the  Sacramento,  Santa  Rosa  and  MarysTille  districts. 

Table  47  indicates  that  on  an"  average  over  "the  last  foxtr  years  only 
57o 9  percent  of  the  available  audit  time  was  accounted  for  by  time  spent  on 
regular  field  audits. 
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TABLE  45 o  Total  Auditors  Paid,  By  Years,  4  Years  Ended  June  30,  1950 


District 

191^6-47 

191^7-48 

1948-49 

1949-50 

Average 

Los  Angeles 

154  c  8 

246.8 

286.7 

287.8 

244.0 

San  Francisco 

57o4 

7l»3 

82.5 

92.7 

76.0 

Oakland 

31-3 

4o.2 

53»8 

60.1 

46.4 

Fresno 

16,5 

22.6 

28.0 

35»5 

25  =  7 

San  Bernardino 

23c6 

30.4 

37oG 

40.3 

32.8 

San  Diego 

i6c9 

24.3 

29»3 

33  =  5 

26.0 

San  Jose 

22c0 

26.7 

36.6 

43.6 

32.2 

Sacramento 

15o3 

15«3 

15«9 

15.8 

15  =  6 

Santa  Rosa 

21.1 

19.8 

21.2 

21,0 

20.8 

Stockton 

15.0 

18.1 

23.1 

25  =  3 

20.4 

Santa  Barbara 

8.-5 

11.2 

15«0 

14.8 

1^.4 

Marysville 

9o9 

15  =  1 

14.9 

16.2 

14.0 

Redding 

11.1 

11.6 

11.2 

10.7 

11.2 

Woodland 

- 

11.8 

12.0 

12.9 

12.2 

Total 

403.4 

667.2 

710.2 

TABLE  46 0  Auditors  Paid  For  Work  On  Regular  Audits,  4  Years  Ended  June  30,1950 


District 

191^6-47 

1947-48 

1946-49 

1949-50 

Average 

Los  Angeles 

43.14 

94.37 

183.89 

185,65 

126.76 

San  Francisco 

38.30 

44 . 50 

52.74 

56.19 

47.93 

Oakland 

22.09 

30.19 

39.91 

46.09 

34.57 

Fresno 

5.99 

10.12 

15.70 

21.04 

13.21 

San  Bernardino 

10.84 

16.87 

23.50 

26.73 

19.49 

San  Diego 

10.48 

11.26 

21.58 

21.21 

16.13 

San  Jose 

8.25 

16,05 

27.92 

31.61 

20.96 

Sacramento 

10.77 

9,26 

10.93 

10.61 

10.39 

Santa  Rosa  j 

10.26 

11.67 

14.08 

14.65 

12.67 

Stockton  ’ 

8.11 

11.05 

15.36 

17.13 

12.91 

Santa  Barbara 

3.22 

4.43 

7.27 

7.99 

5.73 

Marysville 

4.05 

7.66 

9.69 

10.02 

7.86 

Redding 

3  =  50 

5.28 

5.19 

5.17 

4.78 

Woodland 

6.88 

8.34 

10.06 

8.43 

Total 

179 0 00 

279.59 

436,10 

464.15 

341.82 

TABI£  47c  Auditors  Paid  For  Work  On  Regular  Audits  As  Percent  Of  Total  Auditors 

Paid,  4  Years  Ended  June  30,  1950 


District 

1946-47 

1947-48 

1948-49 

1949-50 

Average 

Los  Angeles 

27.87^ 

38,24^ 

63.90^ 

64.51^ 

51.95^ 

San  Francisco 

66,73 

62.41 

63.79 

60.61 

63.10 

Oakland 

70.58 

75.10 

74.12 

76.69 

74,58 

Fresno 

36.30 

44.78 

55.77 

59.27 

51.51 

San  Bernardino 

45.93 

55.49 

63.18 

66.33 

59.36 

San  Diego 

62.01 

46.34 

73.10 

63.31 

62.05 

San  Jose 

37.50 

60.11 

75.78 

72.50 

65.03 

Sacramento 

70.39 

60.52 

68.37 

67.15 

66.72 

Santa  Rosa 

48.63 

58.94 

66.12 

69.76 

60.96 

Stockton 

54.07 

61.05 

66.11 

67.71 

63.37 

Santa  Barbara 

37.88 

39.55 

48.31 

53.99 

46.28 

Marysville 

40.91 

50.73 

64.91 

61.85 

56.01 

Redding 

31.53 

45.52 

46.02 

48.32 

42.91 

Woodland 

58.31 

69.30 

77.98 

68,88 

Total 

49. 47^ 

65.11^ 

65  35* 

57.92^ 
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Part  of  this  time  represented  the  time  of  supervisors  and  reviewers,  in 
general  auditors,  grade  3;  and  all  grades  of  supervising  auditors,  but  this  does 
not  account  for  all.  Table  48  shows  the  percentages  of  total  available  time  of 
auditors  distributed  in  these  three  categories  by  fiscal  years  for  the  four  years 
ended  June  30 ^  1950. 


TABLE  48  -  Total  Available  Time  Of  Auditors  By  Fiscal  Years,  Foxzr  Years 

Ended  J;ine  30,  1950 


1946-47 

1947-48 

1948-49 

1949-50 

Average 

Audit  time.  Table  47 

44.37^ 

49«47^ 

65.11^ 

65=35^ 

57=92^ 

Time  of  Supervisors 
Table  49 

20.38 

16.68 

15  =  85 

16.94 

17.16 

Unaccounted  for. 

Table  50 

35=25 

33  =  85 

19o04 

17  =  71 

25  =  73 

Total 

100.00^ 

100.00^ 

100.00^ 

100.00^ 

100.00^ 

Table  49  shows  the  detail  by  districts  of  the  supervisors  time  shown  in 
Table  48  and  Table  50  gives  like  data  for  the  unaccounted  for  time. 


TABLE  49  “  Supervisors  Time  As  Percent  Of  Total  Available  Time  Of  Auditors,  4 

Years  Ended  June  30,  1950 


District 

1946-47 

1947-48 

1948-49 

1949-50 

Average 

1.  Los  Angeles 

16=73^ 

13=53^ 

13  =  781^ 

15=64^ 

14.73^ 

2.  San  Francisco 

24.04 

20.62 

20.73 

19.42 

20.93 

3 .  Oakland 

19 . 17  . 

::  14  =  93 

13  =  38 

18.30 

16.28 

4.  Fresno 

36  =  36 

28,32 

21.78 

16.90 

23.88 

5  0  San  Bernardino 

21. 19 

;  18.09 

16,22 

13  =  15 

16.60 

60  San  Diego 

28.40 

;  23.46 

21.84 

20.90 

22.98 

7=  San  Jose 

16.82 

I  20.60 

14.21 

14.68 

16. 14 

8.  Sacramento 

19  =  61 

!  19=61 

18.87 

18.99 

19  =  26 

9.  Santa  Rosa 

18.96 

"  15=15 

15  =  09 

19  =  05 

17  =  09 

10. Stockton 

28.00  ;; 

22.10 

18.18 

19.76 

21  =  35 

11 . Santa  Barbara 

11.76 

10.71 

14.67 

20.27 

14.95 

12. Marysville 

20.20  ! 

;[  12.58 

12.08 

16.05 

14. 80 

13 .Redding 

25=23  : 

>.  17  =  24 

16.97 

18.69 

19  =  51 

l4 .Woodland 

16.95 

16.67 

15  =  50 

16.35 

Total 

20.38^ 

16 . 68^ 

15=85^ 

16.94^ 

17=16^ 

4. 
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TABLE  50  -  Unaccounted.  Jor  Time  As  Percent  Of  Total  Available  Time  of  Auditors, 

t  Years  Ended  June  30>  1950 


District 

1946-47 

i947-48 

1948-49 

1949-50 

Average 

1. 

Los  Angeles 

55.40^ 

48.23^ 

22 . 32^ 

19.851^ 

33.32% 

2. 

San  Francisco 

9.23 

16.97 

15.48 

19.97 

15.97 

3. 

Oakland 

10.25 

9.97 

12.50 

5.01 

9.14 

4. 

Fresno 

27.3^ 

26.90 

22.45 

23.83 

24.61 

5. 

San  Bernardino 

32.88 

26.42 

20.60 

20.52 

24.04 

6. 

San  Diego 

9.59 

30.20 

5.06 

15.79 

14.97 

7» 

San  Jose 

45.68 

19.29 

10.01 

12.82 

18.83 

8. 

Sacramento 

10.00 

19.87 

12.76 

13.86 

14.02 

9« 

Santa  Rosa 

32.41 

25.91 

18.79 

11.19 

19.78 

10. 

Stockton 

17«93 

16.85 

15.71 

12.53 

15.28 

11. 

Santa  Barbara 

50.36 

49.74 

37.02 

25.74 

38.77 

12. 

Marysville 

38.89 

36.69 

-23.01 

22.10 

29.19 

13. 

Redding 

43.24 

37.24 

37.01 

32.99 

37.58 

14. 

Woodland 

- 

24.74 

i4.03 

6.52 

14.77 

Total 

35.25^ 

33TH5I 

19.04^  

17.71% 

25.731^ 

The  unaccounted  for  time  shown  in  Table  50  represents  time  of  auditors 
other  than  supervisors  spent  on  work  other  than  auditing.  Converted  to  men  at 
the  average  salaries  paid  during  the  years  in  question  ($4,000),  it  amounts  to 
$ 586 >.S00;. ad c shown  ±n  JEabie  i^lT  ;bl  ;>  I  . 


TABLE  51  “  Salary  Cost  of  Unaccounted  For  Time  Of  Auditors 


Year 

Auditors 

Paid 

Unaccounted  for  Time 

Total 

Salary 

Percent 

Auditors 

1946-47 

403.4 

35.25% 

142.2 

$568-,  800 

1947-48 

565.2 

33.85 

191.3 

765,200 

1948-49 

667.2 

19.04 

127.0 

508,000 

1949-50 

710.2 

17.71 

125.7 

502,800 

Average 

586.5 

25.73 

l46 .6 

586,200 

Some  part  of  this  time  could  represent  time  spent  on  work  of  other  divl-’ 
sions,  but  total  salaries  of  all  district  office  sales  tax  employees  charged  to 
other  divisions  amounted  to  only  $129,700  in  1949-50,  not  all  of  which  was  for 
auditors.  Another  part  could  represent  time  of  auditors  spent  on  special  audits 
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but  this  averaged  only  2o3  percent  of  total  available  audit  time  during  the  four 
year  period,  and  was  less  than  one  percent  in  19^-9-50 .  Furthermore  special 
audits  are  normally  made  by  field  representatives  rather  than  auditors.  Another 
part  could  represent  time  spent  on  reaudits,  which  is  a  proper  part  of  the  audit 
program  costs,  but  this  is  not  sufficient  in  amount  to  account  for  the  difference. 

One  factor  which  has  a  bearing  on  the  use  of  auditors  for  other  than 
auditing  work  is  the  proportion  of  field  representatives  (investigators)  to  the 
total  auditors  and  investigators  in  district  offices.  This  is  shown  in  Table  52. 


TABLE  52  -  Number  Of  Investigators  As  Percent  Of  Total  Auditors  And  Investi¬ 
gators,  ^  Years  Ended  June  30^  1950 


District 

1946-47 

1947-48 

1948-49 

1949-50 

Average 

1.  Los  Angeles 

27.26^ 

27.79^ 

27.42^ 

29.04^ 

27.88^ 

2.  San  Francisco 

26.79 

23.58 

20.37 

19.46 

22.55 

3 .  Oakland 

32.40 

32.78 

28.73 

27.68 

30.39 

4.  Fresno 

26.67 

28.48 

28.39 

23.66 

26.80 

5  =  San  Bernardino 

20.00 

22.84 

21.94 

20.36 

21.29 

6.  San  Diego 

30.17 

25.92 

23.50 

21.18 

25.19 

7o  San  Jose 

11.29 

18.84 

18.49 

17.11 

16.43 

8 .  Sacramento 

19o90 

27.49 

27.40 

27 . 52 

25.58 

9 .  Santa  Rosa 

18.53 

25.28 

24.29 

27.59 

23.92 

10.  Stockton 

28.23 

22.98 

15.69 

l4.8l 

20.43 

11 .  Santa  Barbara 

10.53 

8.20 

6.25 

6.32 

7.83 

12.  Marysville 

9.17 

18.82 

27.32 

27.02 

20 . 58 

13  =  Redding 

0 

8.20 

18.32 

11.49 

l4o  Woodland 

- 

20.81 

24.53 

27.93 

24.42 

Total 

24.72^ 

25773? 

24.67^ 

24.89^ 

25.00^ 

The  foregoing  explains  in  part  the  high  percentage  of  unaccounted  for 
audit  time  in  Districts  11  and  13  as  shown  in  Table  50,  since  these  districts  do 
not  have  a  normal  complement  of  investigators,  and  also  explains  why  District  3 
has  such  a  low  percent  of  unaccounted  for  audit  time,  since  it  has  a  high  pro¬ 
portion  of  investigators  on  its  staff.  It  does  not  explain,  however,  why  District 
4,  with  26.80  percent  investigators  should  have  almost  twice  the  percentage  of 
unaccounted  for  audit  time  as  Stockton  which  has  a  lower  percentage  of  investigators, 
or  20. ■4-3^. 
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TIME  EEPORTING 


Each  field  man  is  required  to  submit  a  daily,  and  in  some  cases  also  a 
monthly,  report  vhich  is  summarized  and  forwarded  to  headquarters.  The  only  seg¬ 
regation  of  the  time  made  on  these  reports,  however,  is  a  segregation  of  time  spent 
on  each  of  the  various  tax  laws,  by  audit  and  non -audit  time  for  each.  The  use 
made  of  the  summaries  in  headquarters  is  limited  to  pro-rating  expenditures  between 
various  divisions  on  the  financial  records  of  the  Board.  This  is  an  operation  of 
questionable  value  where  divisions  are  financed  from  the  same  fund. 

An  elaborate  system  of  daily  time  reporting  is  used  by  staff  members  of 
the  headquarters  office  audit  section  but  the  information  so  compiled  is  not  put 
to  any  significant  use. 

Enough  time  appears  to  be  spent  on  daily  time  reporting  to  provide 
accurate  and  significant  data  by  functions,  if  properly  organized  and  directed. 

It  appears  that  a  system  of  complete  time  reporting  whereby  all  time 
for  which  each  employee  is  paid  would  be  accounted  for  by  basic  operating  functions 
could  be  developed  by  slight  modifications  of  existing  procedures,  and  a  signi¬ 
ficant  body  of  data  developed  with  little  or  no  additional  work. 

Such  information  would  appear  to  be  vital,  not  only  for  budgetary  pur¬ 
poses  but  as  an  essential  tool  for  efficient  management. 
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CHAPTER  VII 


CHARACTERISTICS  OF  SALES  TAX  AUDIT  PROGRAM  IN  OTHER  STATES 
Cta^rehensive  studies  of  the  ccaaparative  featiures  of  the  field  audit  pro¬ 
grams  of  the  various  sales  tax  jurisdictions  have  contributed  very  little  to  the 
literature  of  tax  administrationo  Differences  in  type  of  organization  for  sales  tax 
administration,  differences  in  scope  of  the  law  and  differences  in  methods  of  re¬ 
porting  all  contribute  to  place  serious  limitations  upon  comparative  data  as  to 
either  costs  or  results  of  the  auditing  program. 

As  a  part  of  the  study  of  the  costs  and  characteil sties  of  the  California 
sales  tax  audit  program  effort  was  made  to  determine  the  chief  characteristic  of 
these  features  in  other  states.  For  this  purpose  a  questionnaire  was  submitted  to 
each  of  the  states  with  a  general  sales  tax,  the  res\ilt8  of  which  are  reported  in 
this  section.  Fifteen  states  from  which  information  was  requested  replied  tro  the 
questionnaire  but  in  some  cases  were  unable  to  give  data  strictly  comparable  to  the 
data  reported  for  California  and  analyzed  in  this  study. 

Althoiigh  there  are  many  limitations  as  to  the  data,  they  indicate  that  no 
other  state  has  a  sales  tax  audit  program  as  extensive  as  the  State  of  California 
in  terms  of  total  expenditures  or  in  terms  of  cost  related  to  amount  of  taxable 
sales  or  nimber  of  accounts. 
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COSTS  OF  ADMINISTRATION 


Costs  of  administration  for  l^kS-k^  in  the  eleven  states  submitting  the 
data,  per  account  and  per  $1,000  of  taxable  sales,  are  shown  in  Table  53- 

TABLE  53 

Cost  of  Sales  Tax  Administration  by  States,  19^8-49 


State 

Taxable 

Sales 

(000  omitted) 

Sales  Tax 
Accounts 

Cost  of  Administration 

Per  $1000  of 
Taxable  Sales 

Per 

Account 

California 

$11,251,541 

255,955 

$7,168,294 

$  .64 

$28.00 

Illinois 

8,777,593 

131,069 

2,755,9^5(3) 

•  31 

21.02 

Michigan 

6,409,697 

118,732 

1,867,621(1) 

.29 

15«73 

Washington 

2,766,531 

91,000(2) 

1,019,683(1) 

.37 

11.21 

Wyoming 

327,082 

9,163 

94,349 

.10 

10.30 

Arizona 

1,180,967 

21,534 

192,000 

.16 

8,92 

Connecticut 

1,528,708 

57,000 

459,999 

.30 

8.07 

Utah 

679,908 

13,772 

103,089 

.15 

7.49 

Tennessee 

2,180,457 

60,000 

400,000 

.18 

6.67 

Olclahoma 

1,674,358 

40,890 

211,085(4) 

.12 

5.16 

W.  Virginia 

1,210,748 

28,595 

125,555 

.10 

4.39 

Footnotes? 

(1)  Costs  for  Michigan  include  cost  of  administering  all  taxes  administered 
by  the  Department  of  Revenue  while  those  for  Washington  include  cost  of 
all  taxes  administered  by  the  Washin^on  Tax  Commisslono  Detail  as  to 
sales  tax  not  available . 

(2)  Total  accounts  licensed  by  Washington  Tax  Commission.  Further  detail 
not  available. 

(3)  Estimated  as  one-half  amount  budgeted  for  period  7/lA9  to  6/30/51. 

Amount  for  19^8-4-9  not  available. 

(4)  Estimated  as  6/10  of  one  percent  of  collections  reported  in  Commerce 
Clearing  House  "Tax  Systems".  No  other  data  available. 

If  accurate  cost  data  were  available  from  Illinois,  -Michigan  and  Washing¬ 
ton,  it  might  well  indicate  lower  \mlt  costs  than  those  shown  in  the  table  above. 
SIZE  AND  EXTENT  OF  AUDIT  PROGRAM 

The  number  of  sales  tax  audits  completed  during  19^8-49  and  the  number  of 
sales  tax  accounts  for  the  12  states  submitting  the  data  are  Bhown  in  Table  5^o 
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TABLE  54 

Ratio  of  Sales  Tax  Audits  to  Accounts,  by  States,  1948-49 


© 

Sales  Tax 
Accoimts 

Audits 

Completed 

Audits  as 
Percentage  of 
Accounts 

California 

-255:^955 

40,935 

15.99^ 

Arkansas 

35,246 

3,012(1) 

8.55 

Rhode  Island 

18,289 

1,383 

7.56 

North  Carolina 

62,597 

4,449 

7.11 

Michigan 

118,732 

7,662 

6.45 

Utah 

13,772 

678 

4,92 

Arizona 

21,534 

912 

4.24 

Connecticut 

57,000 

2,064 

3.62 

Illinois 

131,069 

3,401 

2.59 

Tennessee 

60,000 

990 

1,65 

South  Dakota 

18,262 

204 

1,12 

Wyoming 

9,163 

37 

Note  (1)  Audits  completed  in  Arkansas  estimated  as  the  same  as  those 
to  be  completed  during  1949“-50  on  the  basis  of  data  for  a 
9-month  period  ended  April  30^  1950"  No  other  data  available. 


Deficiencies  recommended  as  a  result  of  field  audits  expressed  as  a 
percentage  of  total  sales  and  use  tax  yield  are  shown  in  Table  55  for  1948-49  for 
the  nine  states  submitting  such  data.  Yields  are  as  reported  for  that  year  by  the 
Uo  S.  Bureau  of  the  Census  in  "Sources  of  State  Tax  Revenue  in  I95O",  Bulletin 
G-SF-50^  No,  5^  November  1950 » 


TABLE  55 

Ratio  of  Audit  Deficiencies  to  Sales  Tax  Yield,  by  States 


S"t)0.*t>© 

Total 

Yield 

Audit 

Deficiencies 

Audit  Deficiencies 

As  Percentage 

Of  Total  Yield 

North  Carolina 

$  40,649,000 

$  1,577,457 

3.889^ 

Connecticut 

15,282,000 

418,523 

2.74 

California 

294,446,000 

7,555,208 

2.57 

Rhode  Island 

5,931,000 

112,848 

1.90 

Arizona 

17,453,000 

228,292 

1.31 

Utah 

13,609,000 

154,634 

I.l4 

South  Dakota 

11,530,000 

90,504 

.78 

Tennessee 

42,732,000 

310,000 

.73 

Illinois 

172,817,000 

1,100,677 

.64 
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The  data  in  Tables  5^  and  55  indicates  that  in  terms  of  percentage  of 
accounts  audited,  which  is  one  rough  measure  of  the  size  of  the  audit  program, 
California  is  high,  while  in  terms  of  percentage  of  audit  deficiencies  to  total  yield, 
which  is  a  rough  measure  of  the  total  tax  base  audited, California  ranks  lower  than 
North  Carolina  or  Connecticut » 

One  other  measure  of  the  size  of  the  audit  program  is  the  number  of  field 
auditors  per  account,,  This  is  shown  in  Table  56  for  those  states  from  which  data 
are  available, 

TABLE  56 

Sales  Tax  Accounts  by  Field  Auditor,  by  States,  1948-49 


State 

Accounts 

Field  Auditors 

Auditors  per 

1,000  Accounts 

California 

255,995 

667 

2.61 

Michigan 

118,732 

190 

1,60 

Oklahoma 

40,890 

51 

1.25 

Wyoming 

9,163 

10 

1.09 

Utah 

13,772 

15 

1.09 

Arkansas 

35,246 

3i^ 

.96 

North  Carolina 

62,597 

57 

«91 

Illinois 

131,069 

111 

=  85 

Arizona 

21,534 

18 

.84 

Rhode  Island 

18, 289 

13 

=  71 

Connecticut 

57,000 

34 

.60 

Tennessee 

60,000 

35 

.58 

West  Virginia 

28,595 

16 

.56 

Louisiana 

45,000 

25 

.56 

From  the  foregoing  it  will  be  seen  that  California  had  I.63  times  as  many 
auditors  per  account  as  Michigan,  3 <>08  times  as  many  as  Illinois,  and  4.65  times  as 
many  as  West  Virginia. 

COST  OF  AUDIT  PROGRAM 

As  has  been  indicated,  complete  data  on  field  audit  program  costs  are  al¬ 
most  non-existent.  This  is  due  chiefly  to  the  absence  of  cost  accoixnting  systems  in 
state  governmental  operations.  Such  data  as  are  available  are  presented  in  Table  57 
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with  the  reservation  that  it  is  probable  that  the  cQsts  shown  for  states  other  than 
California  do  not  include  all  overhead  items » 


TABLE  57 

Deficiencies  per  $1.00  of  Audit  Cost,  by  States,  1948-49 


S'ts.'t  0 

Audit 

Deficiencies 

Audit  Costs 

Deficiencies 

Per  $1  of  Cost 

North  Carolina 

$  1,577.457 

$  181, 64o 

$8.68 

Arizona 

228,292 

43,321 

5.27 

Utah 

154,634 

43,000 

3  =  59 

Rhode  Island 

112,848 

38,480 

2.93 

Tennessee 

310,000 

140,000 

2.21 

California 

7,555,208 

4,767,385 

1  =  59 

Illinois 

1,100,677 

1,001,590 

1.10 

For  purposes  of  the  foregoing  comparison  audit  deficiences  for  California 
are  shoi«m  In  terms  of  gross  recommended  rather  than  as  amounts  collectible  since 
the  figures  from  other  states  are  probably  reported  on  that  basis. 

NUMBER  OF  FIELD  OFFICES 

The  number  of  field  offices  in  those  states  where  data  are  available  are 
shown  in  Table  58- 


TABLE  58 

Sales  Tax  Field  Offices,  by  States,  1948-49 


State 

Offices 

Accounts 

Accounts  Per  Office 

Illinois 

2 

131,069 

65,535 

Connecticut 

None 

57,000 

57,000 

West  Virginia 

None 

28,595 

28,595 

Arizona 

1 

21,534 

21,534 

Oklahoma 

2 

40,890 

20,445 

Michigan 

6 

118,732 

19,789 

Rhode  Island 

None 

18,289 

18,289 

Tennessee 

4 

60,000 

15,000 

Arkansas 

4 

35,246 

8,812 

Florida 

17 

100,000 

5,882 

North  Carolina 

13 

62,597 

4,815 

Washington 

19 

91,000 

4,789 

Utah 

3 

13,772 

4,591 

California. 

60 

255,995 

4,267 

Wyoming 

6 

9,163 

1,527 

South  Dakota 

l4 

18,262 

1,304 
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Great  significance  cannot  be  attached  to  the  average  number  of  accounts 
per  office  as  shovn  in  the  foregoing  since  it  does  not  take  into  consideration  such 
factors  as  density  of  population  or  geography  but  it  is  some  indication  of  the  degree 
of  decentralization  Involved  in  administration. 

SALARIES  OF  FIELD  AUDITORS 

Monthly  salaries  paid  the  various  grades  of  field  auditors,  exclusive  of 
supervisors  or  branch  managers,  are  shown  in  Table  59-  The  number  of  salaries 
shown  for  a  given  state  Indicates  the  number  of  grades  used  by  the  state.  Where 
information  is  available  as  to  the  salary  range  for  a  given  grade,  the  salary  shown 
is  the  maximum  for  that  grade,  otherwise  it  is  the  salary  indicated  for  the  grade. 

The  salaries  shown  for  California  are  the  maximum  rates  in  effect  during  19^8-49 
for  Auditory  Grade  3^  2,  1  and  Junior. 


TABLE  59 

Monthly  Salarieh^Pald IFieldiAuditors,  i  by  i.States 


California 

$481 

$395 

$325 

$281 

Connecticut 

465 

350 

Illinois 

402 

336 

297 

Michigan 

395 

320 

270 

Louisiana 

350 

Rhode  Island 

347 

280 

230 

Tennessee 

330 

290 

275 

230 

Florida 

325 

Arizona 

300 

285 

275 

Oklahoma 

300 

Utah 

275 

225 

Wyoming 

275 

West  Virginia 

267 

South  Dakota 

250 

225 

Arkansas 

225 

SELECTION  OF  ACCOUNTS  FOR  AUDIT 

The  following  l4  states  have  submitted  fairly  complete  data  on  the 
methods  used  in  selecting  accounts  for  audit: 
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Arizona 

Arkansas 

Connecticut 

Illinois 

Louisiana 

Michigan 

North  Carolina 


Oklahoma 
Ehode  Island 
South  Dakota 
Tennessee 
Utah 

Washington 
West  Virginia 


With  the  exception  of  Washington,  which  appears  to  have  relied  entirely 
on  size  of  account,  and  Oklahoma  which  relies  entirely  on  office  audits  of  tax  re¬ 
turns,  most  states  use  several  methods  in  selecting  accounts  for  audit. 

With  these  exceptions,  all  states  appear  to  rely  to  some  extent  on  office 
audit  of  tax  returns  and  on  information  obtained  by  field  men,  either  in  connection 
with  an  investigation  or  an  audit  in  selecting  accounts  to  audit. 

Type  of  business  is  another  factor  used  generally  as  a  means  of  selection 
based  on  experience  with  particular  types  of  business  in  connection  with  past  audits 

Size  of  account  is  also  the  chief  factor  in  determining  audits  in  Illinois 
which  attempts  to  audit  all  accounts,  paying  $100  or  more  in  tax  per  month.  Arizona 
does  likewise  with  accounts  paying  $25  or  more  per  month. 

Michigan  uses  information  obtained  from  examination  of  Federal  income  tax 
returns  as  one  basis  of  se^^ection,  while  Utah  relies  to  some  extent  on  a  comparison 
of  sales  tax  returns  with  state  personal  income  and  corporate  franchise  tax  returns. 

Ehode  Island  and  Arkansas  select  some  audits  from  among  delinquent  ac¬ 
counts,  while  these  same  two  states  are  the  only  opes  which  indicate  that  some 
audits  are  selected  on  the  basis  of  a  random  sample  by  business  classification. 

In  most  of  these  states,  the  selection  of  accounts  for  audit  seems  to  be 
controlled  by  the  central  office  to  a  much  greater  extent  that  it  is  in  California 
where  less  than  five  percent  of  the  audits  are  so  selected.  This  is  particularly 
true  in  Michigan,  Connecticut,  Ehode  Island,  West  Virginia,  and  Arkansas. 
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OTHER  MATTERS 


In  Washington  and  Louisiana  sales  tax  audits  are  made  in  conjunction  with 
audits  of  other  taxes  administered  by  the  taxing  agency » 

Illinois  has  a  large  staff  of  field  investigators,  200,  as  contrasted 
with  111  field  auditors.  During  19^8-^9>  'the  deficiencies  disclosed  by  the  investiga¬ 
tion  section  were  about  four  times  those  of  the  audit  section,  , 24l , 000 ,  as  compared 

to  $1,100,000.  One  phase  of  the  work  of  the  investigators  includes  the  discovery  of 
accounts  which  should  be  registered  and  the  determination  of  unpaid  tax  liability  by 
whatever  means  is  available  short  of  an  audit. 

The  Arizona  Tax  Commission  uses  the  same  audit  personnel  for  both  sales 
tax  and  personal  Income  tax  work. 

Other  states  are  currently  engaged  in  studies  of  revenue  administration, 
including  the  cost  and  results  of  the  audit  program,  and  some,  such  as  Illinois,  have 
recommended  that  their  audit  program  be  expanded. 
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CHAPTER  VIII 

CONSIDERATIONS  INVOLVED  IN  DETERMINING  THE 
PROPER  EXTENT  OF  AN  AUDIT  PROGRAM 

A  question  basic  to  good  tax  administration  as  well  as  to  good  government 
is  how  much  auditing  should  be  done  and  what  considerations  should  govern  in  deter¬ 
mining  the  proper  extent  of  any  field  audit  program. 

Generally  it  has  been  urged  in  California  and  elsewhere  that  as  long  as 
the  over-all  program  shows  a  profit,  that  is,  continues  to  produce  audit  deficiencies 
in  excess  of  cost,  continued  expansion  is  warranted.  Nowhere  in  the  state  tax  sys¬ 
tems,  to  our  knowledge,  has  any  effective  effort  been  made  to  set  limits  beyond  which 
no  further  expansion  of  an  audit  program  is  necessary  or  to  formulate  standards  or 
rules  for  determining  the  proper  extent  of  an  audit  program. 

This  study  has  led  us  to  the  conclusion  that  there  are  many  indications 
that  the  sales  tax  field  audit  program  in  California  has  reached  a  point  where  not 
only  is  further  expansion  not  warranted  but  that  serious  consideration  should  be  given 
to  curtailing  the  existing  program  in  the  interests  of  economy  and  good  government. 

One  of  these  indications  is  a  comparison  of  the  sales  tax  field  audit 
program  in  California  with  that  in  other  states.  The  data  in  Chapter  VII  indicates 
that  California  has  by  far  the  most  extensive  and  costly  field  audit  program  of  any 
sales  tax  state  emd  that  at  the  same  time  its  revenue  per  dollar  of  cost  from  its 
audit  program  is  among  the  lowest. 

Table  indicates  that  California  audits  l6  percent  of  its  sales  tax 
accounts  each  year,  which  is  almost  twice  as  high  as  the  percentage  in  any  other 
state,  and  compares  with  7-6  percent  in  Rhode  Island,  6.5  percent  in  Michigan,  and 
2.6  percent  in  Illinois. 

Table  56  indicates  that  in  California  the  number  of  field  auditors  per 
1,000  accounts  greatly  exceeds  that  in  any  other  state,  being  2.6l  as  compared  with 
1.60  in  Michigan,  .85  in  Illinois  and  .56  in  West  Virginia. 
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Table  53  indicates  that  the  cost  of  sales  tax  administration  in  California 
is  higher  than  other  states  when  measured  either  in  terms  of  amount  of  taxable  sales 
or  n\amber  of  sales  tax  accounts  and  since,  as  pointed  out  previously,,  total  audit 
program  costs  (Table  kl)  are  approximately  two-thirds  of  the  total  cost  of  sales  tax 
admini stration  in  California,  antheiihl^-;feosfcs^f Ottiiaiisi s 
attributable  in  large  part  to  its  very  extensive  and  relatively  non-productive  field 
audit  program. 

Another  indication  is  the  very  extensive  areas  of  low  production  auditing 
being  done  when  the  results  are  analyzed  geographically,  by  Industry,  by  size  of 
self-assessment,  by  size  of  total  audit-deficiency  or,  most  significant  of  all,  by 
size  of  deficiency  per  audit  hour. 

Table  42,  for  example,  indicates  that  in  9  of  the  l4  districts  in  the 
state  costs  exceeded  net  revenues  from  regular  field  audits  for  the  four  years  ended 
jJune  30;  1950,  while  Table  43  indicates  that  in  only  two  of  the  l4  districts  did  the 
deficiencies  exceed  costs  in  each  of  the  four  years. 

Table  31,  which  classifies  deficiencies  by  industry,  indicates  that  half 
of  the  audit  time  was  spent  on  relatively  non-profitable  audits  which  produced  only 
36  percent  of  the  total  revenue. 

Table  32,  which  classifies  audits  by  size  of  self-assessment.  Indicates 
that  27  percent  of  the  audits  produced  55  percent  of  the  total  deficiencies  and  con¬ 
versely  that  the  remaining  63  percent  produced  only  45  percent  of  the  total  deficien¬ 
cies  . 

Table  37;  which  classifies  audits  by  size  of  total  deficiencies  per  audit, 
indicates  that  10  percent  of  the  audits  representing  31  percent  of  the  audit  hours 
accounted  for  79  percent  of  total  deficiencies,  or  conversely,  that  90  percent  of 
the  audits,  representing  69  percent  of  audit  hours  accounted  for  21  percent  of  the 
deficiencies . 
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Table  33 >  which  classifies  audits  by  size  of  deficiency  per  audit  hour, 
indicates  that  73  percent  of  audits  representing  64  percent  of  audit  hours  account¬ 
ed  for  only  10  percent  of  deficiencies,  also  that  liess  than  2  percent  of  audits 
and  audit  hours  accounted  for  26  percent  of  total  deficiencies. 

OTHER  OBJECTIVES  OF  THE  AUDIT  PROGRAM 

Expansion  of  the  audit  program  is  justified  by  the  agency  on  several 
grounds.  The  validity  of  the  five  to  one  profit  ratio  has  already  been  commented 
on.  In  addition  to  the  profit  ratio,  however,  it  is  urged  that  extensive  auditing 
is  necessary  to  drive  in  taxes  which  would  not  otherwise  be  reported,  as  education 
to  taxpayers  and  to  prevent  their  becoming  careless. 

Typical  of  this  position  is  the  following  statement  which  appears  on  page 
27  of  the  1945-46  biennial  report  of  the  Board  of  EcLualization: 

"The  principal  benefits  to  be  derived  from  an  audit  program,  we  are  con¬ 
vinced,  are  to  be  found  in  the  improvement  of  self-aseessments  rather  than  in  the 
disclosure  of  tax  liabilities  not  reported  by  taxpayers.  There  are  no  statistical 
devices  by  which  these  benefits  can  be  appraised,  but  it  would  be  surprising  indeed 
if  additional  self-assessments  attributable  to  the  audit  program  were  not  several 
times  greater  than  the  deficiency  assessments." 

Other  justifications  used  by  the  agency  for  extending  the  audit  program 
have  been  on  the  basis  that  "all  taxpayers  should  be  treated  alike",  and  that  the 
audit  program  should  be  as  extensive  as  possible  "in  fairness  to  those  taxpayers 
who  are  reporting  correctly".  There  can  be  little  disagreement  with  a  tax  enforce¬ 
ment  policy  which  recognizes  that  those  who  meet  the  requirements  of  the  law  are 
entitled  to  all  reasonable  efforts  to  have  the  law  enforced  as  to  others.  However, 
if  the  audit  program  is  based  upon  evidences  or  statistics  of  probable  error  in  the 
returns,  it  seems  difficult  to  justify  a  policy  that  every  taxpayer  is  entitled  to 
an  audit,  if  that  is  intended  by  the  agency. 


-  120 


'1 

<« 

x:SiX9tvl1eiti  ri^Jffv.  9i<iJi^ 

i 

-Icwao^fl  O'TJL/ori  :T‘i'bsjjB  !©•  d’aaai^q  c,^il  tn9a?yiqi*T;  «sij:jbi/A  To  tf*oQi«q  £y  ^*fft 

«J^2£u.9  ^o  ctaofJU’oq  S  xiBrft  fffedi  oeXa  Jo  iMO'ieq  OX  loT  J6 

Xjs^o^  Jq  ia^'.onoq,  "roT  b?l^}nsJo::fyJi  smsod  SXbisJt<  td 

.  -  j, , 

M/->s:r;fi^  11100 A  SST  '10  ssyiitiroso-  saHTO 

» i. 

iBiftvea  no  '(;D«ai8/»  <»riX  ■^rf  Jbf'ilitsjut,  si  insTSOTiq  etd&  To  aoXaafiqxS 

a^ad  x^boxIb  sBd  ctfMT.  ^XTcnq  »ao  o5  SfvlT  edS  To  T^lfclljBv  ariT  .afcojyoi 
gniiltuB  avxBii©3xa  I)f3axt/  si  ,iB7«»vod  cilTo'iq  edi  orf  aottXbbs  aX.  .a 

aolfmaifbs  aa  od  aeivradio  frod  bLuov  dnitNr  aoxsS  ntl  ovlifc  of  x^Asseosa  8 

.as»l9ad:'^aiji&r^a4<iX6r{T  ^iiovjnq  oi  bojs  ataitBqx/ii'  o 
esjsq  no  e*ia<*qqA  rf^Xxiv  j-naoioJai'a  giiiiroiXoT  «t  col^iaoq  To  laoiqtT 

inoidasiijwjpa  To  fiiaod  s.lo  To  .tioq*n  iainna-tcf  odd  To  T 

-noo  a-va  aw  tiKartjBiO'tq  flbxse  ns  mo^.T  X>avtit»A  flicf  of  ailTonod  IjsqiunJt'Tq  sdT’’  > 
irtif  al  iiAdf  i^dtm  ed’rsaaa&aiHi^'-  Xioa  Tc  ia»{a«ToiqfflX  odi  al  6nuoT  ©d  od  oT:a  ^£)60£il 
Xaol j’e  [  on  sta  ©'xanT  .  eii-'Y.j^xfeX  I'aiTioq«*r  don  aoXdXIidail  xsd  To  emeoXoai 

fi/5s£)ni  gni::#Xiq*xiyR  ad  iixow  dl  dxrd  ,  5vn  laiqqa  ad  ano  afUaaad  ass  add  doidw  xd  '»8oiv© 
I«Tr8V©8  doii  an-jv  /tjaxsio'sc  fibue  ad*  of  *»Ided]/cri"xddB.  ednomaBoeod-T.'os  f.aaxjdddfcfcB  T 

".edffMreaaaa*  xoneioITol)  end  a«dd  idtj^aTts: 

flLSTj^orq  f  tbx/A-  erfd  snlfinadx®  ncoT  .i  jan  odd  ^^d  noeu  8aoldBoJTTdai/t  tadfO  ,, 

add  dadd  fiaa  ^''adiX©  X'odjsaid  ad  JbXwoda  XXb”  djsdd  olaed  ©d?-  no...n&ad  ev.s 

araxAqxAd  eaarfd  od  aaamljeT  al^’  aXdlat'oq  e.?  ?;vi«n^':);xa  ea  »d  bluode  jwrqgoxq  jxiio 
-©oioTu©  xad  e  ifdiw  di:&mes*xgjB«lf}  rflidtX  arf  nBO  ."T^dowxoo  3aid’^oqe^  aon  orf 

an©  v»X,  9d‘+  To  adnomorrii/pf"!  add  d®«*  cdv  aaodd  f-adf  Basdn^oost  rioXdw  '^oXIoq  dno 
,tqv»voE'  .aiexido  od  ba  tooioJjxa  maS  add  svad  od  edrtoTTa  aldanoBAOT.  IX«  od  b®XdXdri 
adi  nl  'io'2'ta  aXdadO'iq  To  aoXdaldada  *10  aaonafeXTia  noqx;  fcon^d  at  axrxgOTq;  dibn©  add  T 
od  i)«Idlda»  al;  la'^Bqxnd  xT^ava  dadd  TealXoq  a  TiTldant;  od  dXxrniTTtI)  wnaa^'  dl  .amwde 

arid  f^abnadnl  ai  dadd  Ti  ^di£>i;a  « 

,  -  OfiX  -  „-  •.  ■ 


J 


It  is  also  stated  as  a  matter  of  sales  tax  administrative  policy  that 
*Ve  believe  that  every  taxpayer  is  entitled  to  the  educational  advantages  of  an 
audit.”  This  raises  the  question  of  whether  the  education  of  taxpayers  is  not 
more  properly  a  part  of  the  public  relations  program  of  tax  enforcement  than  a  part 
of  the  audit  program,  since  auditing  is  far  too  costly  a  process  (the  average  audit 
cost  $117  in  1948-49)  and  far  too  limited  in  its  scope,  and  in  its  impact  on  tax¬ 
payers,  generally,  to  be  used  for  this  purpose. 

There  is  some  evidence  that  a  field  audit  program  which  is  too  extensive, 
far  from  insuring  accurate  reporting,  may  actually  tend  in  some  cases  to  have  the 
opposite  effect.  We  have  been  informed  by  officials  of  the  sales  tax  division  that 
second  and  third  audits  of  the  same  taxpayer  usually  show  pick-ups  as  substantial 
as  the  first.  This  could  mean  that  far  from  mending  his  ways,  the  taxpayer  con¬ 
tinues  to  report  in  the  same  careless  fashion,  knowing  that  in  due  course  the  State 
-will  audit  him  again  and  tell  him  what  he  owes.  In  the  meantime,  he  has  had  the 
use  of  the  State’^s  money  at  a  comparatively  low  rate  of  interest.  Some  taxpayers 
have  stated  frankly  that  it  is  better  business  for  them  not  to  spend  the  addi¬ 
tional  money  required  to  report  accurately  but  to  rely  on  the  State  to  correct 
their  returns  every  three  years  through  audit  and  pay  the  additional  tax  plus 
interest  and  penalty,  if  any,  since  by  doing  so  they  save  money  in  the  long  run. 

If  this  is  the  case,  it  raises  the  question  of  whether  it  is  a  proper  function  of 
the  audit  program  to  furnish  taxpayers  with  bookkeeping  or  public  accounting 
services . 

During  the  last  three  years  38.9  percent  of  the  total  time  spent  on 
audits  was  spent  auditing  close-out  accounts.  It  is  clear  that  the  value  of  these 
audits  in  Increasing  self-assessments  cannot  be  put  on  the  same  basis  as  the  audit 
of  active  accounts. 
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To  sijjmmarize,  it  appears  that  any  policies  which  justify  an  extensive 
audit  program  on  grounds  other  than  the  direct  production  of  revenue  may  not  be  a 
realistic  approach  to  the  problem  and  that  in-the  last  analysis  there  is  really 
little  justification  for  making  extensive  audits  which  do  not  pay  their  way^ 

LIMITATIONS  UPON  NON-PRODUCTIVE  AUDITING 

The  starting  point  in  any  attempt  to  develop  standards  for  limiting  the 
size  of  the  audit  program  would  then  appear  to  be  an  analysis  of  audit  results  such 
as  that  appearing  in  Table  32^  coupled  with  a  unit  cost  per  audit  hour  as  developed 
in  Table  4l.  If  these  data  are  used  the  audits  may  be  divided  into  two  groups; 

(a)  those  audits  where  each  audit  showed  a  net  recovery  per  audit  hour  of  cost 
($6o06  per  hour) or  lesS;),  which  is  the  non-prof i table  group,  and  (B)  those  where 
each  audit  showed  a  net  recovery  per  audit  hour  in  excess  of  cost,  the  profitable 
*  group.  This  analysis  is  shown  in  Table  6o. 
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TABLE  60 

Excess  of  Revenues  over  Costs,  and  Revenues  per  Dollar  of  Cost, 
by  Audit  Groups  for  Regular  California  Audits,  19^8-49 


Groups 

Audita 

Audit  Hours 

Revenues 

1/ 

Excess  of 

Reve- 

by 

revenut 

per 

audit 

hour 

Number 

(1) 

Per¬ 

cent 

of 

Total 

(2) 

Number 

(3) 

Per¬ 

cent 

of 

Total 

(4) 

Amount 

(5) 

Per¬ 

cent 

of 

Total 

(6) 

Cost 

(7) 

Revenues 

over 

Costs 

(5)  -  (7) 
(8) 

nue 

per  $1 
of  cost 

(5)  r  (7) 
(9) 

A  1/ 

29,875 

73.4^ 

503,559 

64.0^ 

$655,564 

10.3^ 

$3,051,566 

-$2,396,004 

-$3.65 

B  2/ 

10,858 

26.6 

283,285 

36.0 

5,653,479 

89.7 

1,715,817 

3,937,662 

3.29 

Total 

40,733 

100.0^ 

786,844 

100.0^ 

$6,309,043 

100.0^ 

$4,767,385 

$1,541,658 

$1.32 

ij  Audits  where  revenue  per  audit  hour  was  cost,  $6.06,  or  less.  (Average 
deficiency  per  audit  hour  for  Group  A,  $1.30). 

2/  Audljts  where  revenue  per  audit  hour  exceeded  cost.  (Average  deficiency 
per  audit  hour  for  Group  B,  $19.96). 

Revenues  are  estimated  deficiencies  collectible  as  shown  in  Table  34. 

The  data  in  Table  60  Indicates  that  73.4  percent  of  all  audits  represent¬ 
ing  64  percent  of  all  audit  time  produced  revenue  of  only  $665,564,  at  a  total  cost  to 
the  State  of  $3,051,568  or  a  net  cost  to  the  State  of  $2,396,004.  This  raises  a  very 
serious  question  as  to  the  propriety  of  spending  any  such  amount  as  $2,400,000  on  non¬ 
prof  itable  auditing  since,  for  example,  if  this  part  of  the  program  could  be  cut  in 
half  the  State  would  save  $1,200,000.  This,  in  turp,  suggests  the  desirability  of 
controlling  the  extent  of  the  audit  program  by  placing  a  limit  on  that  part  which 
is  non-prof itable ,  Where  the  net  revenue  per  audit  hour  exceeds  the  cost  per  audit 
hour  for?a  given  audit,  it  is  reasonable  to  assume  that  the  audit  disclosed  a  sub¬ 
stantial  deficiency  and  was,  therefore,  worthwhile,  both  from  the  standpoinit  of 
direct  pickup  and  from  the  standpoint  of  its  indirect  results  on  future  reportings 
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of  that  and  other  taxpayers «  Conversely,  where  the  net  revenue  per  audit  hour 
is  less  than  the  cost  per  audit  hour  for  a  given  audit,  it  may  be  reasonable  to 
assiame  that  the  audit  was  not  worthwhile  from  a  revenue  standpoint  and  of  limited 
value  in  its  indirect  effect. 

If  this  concept  were  adopted,  it  is  feasible  to  determine  the  amount  be¬ 
ing  spent  on  non-productive  audits  as  here  defined,  and  to  control  the  program  by 
increasing  or  decreasing  the  appropriation  when  that  amount  based  upon  recent  past 
experience  gets  below  or  above  an  accepted  standard.  What  the  standard  shonld  be 
lends  itself  to  legislative  policy  determination  but  it  should  not  be  too  difficult 
to  determine,  since  it  involves  consideration  of  possibly  not  more  than  two  factors. 

The  first  of  these  is  the  necessity  for  making  audits  involving  claims  for 
refund  as  a  safeguard  against  illegal  disbursement  of  public  moneys.  In  California 
sales  tax  audits  involving  claims  for  refund  are  a  relatively  small  proportion  of 
'  the  total.  In  19^8-49  they  represented  4.3  percent  of  total  audits,  3 <■9  percent 
of  total  audit  time,  and  less  than  2  percent  of  the  total  net  deficiencies. 

The  second  factor  involved  is  an  allowance  for  a  reasonable  margin  of 
error  in  the  selection  process,  since  no  process,  however  carefully  applied,  will 
be  100  percent  perfect.  It  is  possible,  with  properly  developed  methods  of  selec¬ 
tion,  that  this  group  would  not  exceed  10  percent  of  the  total. 

As  a  suggested  standard  it  is  feasible,  therefore,  that  the  time  which 
should  be  spent  on  audits  of  refund  claims  and  other  non-prof i table  audits  combined 
could  be  limited  in  such  a  way  as  not  to  exceed  15  percent  of  the  total.  If  this 
type  of  standard  were  adopted,  then  when  a  situation  arose  in  which  64  percent  of 
total  audit  time  instead  of  the  theoretical  maximum  of  15  percent  was  spent  on  non- 
prof  Itable  sales  tax  audits  it  would  indicate  one  of  two  things; 
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a)  either  the  use  of  inadequate  bases  for  selection  of  accounts  for  audits, 


or 

b)  the  audit  program  was  well  above  the  point  of  diminishing  returns. 

It  appears,  therefore,  that  the  "ratio  of  profitable  to  non-prof itable 
audit  time"  method  of  determining  work  load,  if  it  may  be  called  that,  is  the  most 
realistic  approach  which  can  be  made  to  the  problem  of  determining  the  proper  extent 
of  the  audit  program  of  the  .sales  tax,  and  that  it  provides  the  only  possible  means 
of  furnishing  an  answer  to  the  question  often  raised  by  legislators  and  others,  name¬ 
ly;  "How  do  you  determine  when  your  audit  program  has  reached  the  point  of  diminish¬ 
ing  returns?" 

The  application  of  this  concept  as  the  basis  for  determining  the  budget 
required  for  the  audit  program  of  a  particular  tax  agency  presupposes  that  the  agency 
do  two  things; 

'  1.  Maintain  accurate  cost  and  production  records,  including  production  in 

terms  of  actual  collections  as  closely  as  these  can  be  approximated,  and 

2.  Develop  an  adequate  selection  process. 

Both  of  these  probably  necessitate  the  use  of  punched  card  equipment, 
since  rather  extensive  statistical  analysis  is  required,  but  the  program  is  the  mini¬ 
mum  which  the  agency  should  have,  both  for  its  own  guidance  and  the  assistance  of  the 
budgetary  authorities,  and  the  Legislature. 

Once  such  a  program  of  records  and  statistical  data  has  been  established 
it  should  be  feasible,  in  our  opinion,  to  develop  a  standard  percentage  allowance 
which  is  proper  for  non-profitable  auditing,  and  the  extent  of  the  audit  program  should 
be  controlled  over  a  period  of  years  by  increasing  or  decreasing  the  appropriation 
for  the  audit  function  accordingly. 

It  appears  that  the  only  alternatives  to  such  a  procedure  are  to  set  arbi¬ 
trary  limits  to  the  extent  of  the  program  in  terms  of  a  fixed  percentage  of  total 
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accounts  or  a  fixed  percentage  of  total  tax  base,  neither  of  which  is  realistic  in  the 
light  of  the  foregoing  discussion. 

By  limiting  the  percentage  of  non-prof itable  audit  time,  as  suggested,  a 
premium  is  placed  on  methods  of  selection.  This,  after  all,  is  the  most  important  job 
in  the  administration  of  the  entire  audit  program  and  one  to  which  the  capabilities  of 
the  tax  agency  should  be  directed.  It  should  be  based  on  a  combination  of  careful 
statistical  analysis  of  audit  results  and  the  experience  and  thinking  of  top  staff 
members  closest  to  the  actual  audit  picture. 
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